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China set an ambitious goal for the 2008 Beijing Games

to be the greenest Games in history. UTC partnered with
China’s Ministries of Housing and Urban-Rural Development
and Environmental Protection to promote non-ozone

b depleting and energy efficient products. Carrier won

69 percent of the heating, ventilation and air-conditioning
contracts awarded, including the Qlympic Village and

the “Water Cube” National Aquatics Center, where more
than half of the exhaust heat was used to warm the
swimming pool. Otis provided the aquatics center with

10 environmentally sound Gen2 elevators.

@N P M

On the cover: The Shanghai Warld Finantial Center.

In 2008, this building opened with 64 Otis elevators and .
escalators, including four GenZ elevators, and three .
energy efficient, non-ozone depleting Carrier chillers.
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ar Shareowner

UTC delivered strong results in 2008 despite the economic challenges which accelerated across
the world’s economies as the year progressed. As in years past, this reflected the competitive-
ness of the Corporation’s businesses in markets worldwide and the maturity of its operating
disciplines and management team. We believe we are well positioned to continue to outper-
form peers in 2009.

The board increased the dividend by just over 20 percent in October. In the decade ending
2008, dividends increased more than 300 percent and paralleled earnings increases over the
same period. Free cash flow again exceeded net income and liquidity remains high. We early
retired $500 million of long term debt maturing in 2009 following a $1.25 billion issuance in
December on attractive terms.

Revenues reached $58.7 billion, 7 percent above the prior year. Earnings grew 15 percent to
$4.90 per share. Notwithstanding these exceptional results, UTC’s stock price contracted along
with virtually all others in 2008. However, we outperformed peers and market averages as we
have so often in the past. We anticipate continued outperformance and took advantage of
price weakness to accelerate share repurchase to $3.2 billion for the year, a record for UTC,

We look ahead to 2009 with confidence despite market and economic uncertainties. Preparing
for contracting markets while continuing to invest in long term product development were
management's focus throughout 2008. Restructuring costs totaled $357 million for the year
and were well in excess of one time gains. Company funded research and development
increased $100 millton to $1.8 billion. We see unusual opportunities to field new products
and believe these will vindicate management’s and investors’ confidence in building on UTC'’s
already leading market franchises worldwide.

Notable developments in 2008 included completion of flight test at Airbus of Pratt & Whitney’s
new Geared Turbofan engine. This next generation engine promises 12 percent lower fuel
consumption and more than half reductions in both nitrogen oxides and noise over engines
currently in flight. Sikorsky’s X2 Technology demonstrator flew first in August and is confirming
expectations of flight at speeds exceeding 250 knots while preserving a helicopter’s traditional
advantages of hover and vertical flight. Both products reflect decades of development and
offer exceptional promise.

2 Unitad Technologies Corporation

Beorge David, Chairman, and Louis Chénevert, President and Chief Executive Officer
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Financials

At-a-

glance

United Technologies Corporation provides high technology products and services to the building systems and aerospace indastries worldwide
through our industry-leading businesses. In 2008, UTC revenues increased 7 percent to $58.7 billion. Cash flow from operations less capital
expenditures exceeded netincome. Strength in long cycle businesses and early restructuring actions offset the adverse impact of a stéonger
U.S. dollar and deteriorating global economy in the second half of 2008. Earnings per share grew 15 percent to $4.90 per share.

N Revenues
Dallars in billions
548
478
2.7
374

4 05 06 07

Research and development®
Dollars in billipns
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32
29 28

o4 05 06 o o8

EifUnitedlechnotogiesICorporation)

Diluted earnings per common share
Dollars per share

427
N

3120
264

04 08 06 OF

Bividends paid per common share
Dollars per share

117
102
088
070

04 08 06 07 nu,

Cash flow from operations
Dollars in billions

53
43 48
36

04 05 06 07

Dehbt to capital
Percent
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Obligations,” which resoked in 2 Ror-tash affer tax cumelstive e pact on the Towrth quarisr 2005 results of $05 sibion o S0.09 por shase, .

@ Amounts incinde company- and custamor-funded ressscch and devilepmont.

B The incrauzs in the 2008 debl ta caphalization ratie ncludes set snralimd esses of apprimately $4.2 billor dvé b the sdfect of mackat caaditiens o owr poasion plans.

Businesses in balance UTC’s balanced

portfolio of businesses spans geographies, -

markets and customer relationships.

Revenues by business type as percent of
total revenues

Commercial Y
&industriat SN * ..ﬁamumna

Miditary
Aeraspace &
Space

Originat
Equipment
Marufacturing

: Aftermarket

Revenues by geography as percent of
total revenues

Furape
United States P

5% 17% / Asia Pacific

Other
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Pratt & Whitney's F133 propulsion system powers the

F-39 Lightning 11 flight test program. The program achieved
supersonic flight and assembled 10 flight test engines in
2008. Other milestones include successfully completing
more than 10,000 test hours and engine restart flight testing.

« United Technologies Corporation
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More 1deas.

W
i

———
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At UTC, ideas accelerate progress, from improving design efficiencies to delivering tomorrow’s technology today. Sikorsky reached a milestone in 2008 with the first flight of the X2 Technology
demonstrator. The flight was the culmination of a prototyping process to rapidly and affordably design, build and test integrated technologies. The X2 Technology demonstrator is expected to
fly approximately twice as fast as conventional helicopters while expanding high altitude performance, improving maneuverability and reducing noise. United Technologies Research Center
(UTRC) supports UTC businesses by developing technologies that provide real-world solutions. UTRC is a leader in modeling and simulation of multiphase flow, and uses advanced, proprietary
computational tools to understand and predict the behavior of sprays. The results can include fuels that are consumed more efficiently, therefore producing fewer emissions, and environmentally
friendly fire suppression methods. Whether pioneering hypersonic flight or advancing integrated building systems, UTRC is where intellectual energy accelerates progress.

8 United Technologies Corporaticn
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against goals and ohjectives to deliver on our promises to
customers. At UTC locations around the world, such as
Ramilton Sundstrand’s Energy, Space & Defense unit in
Windsor Locks, Conn. {pictured), we track progress en a
daily basis and adjust to changing business conditions.

10 United Technologies naaoi_a:
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More power.

zm__ﬁn_m.._mq t
fuel cells

Save over

5

w. cg_gg gallons
of Water

every jyear

Our philosophy is doing more with less, without sacrificing performance. Carrier’s Vector 1800MT transport refrigeration unit is 20 percent more fuel efficient and emits 20 percent fewer particulates
in the fuel burning process compared with its previous product line. The unit does not require a diesel motor to run during loading and unloading, and its components are 94 percent recyclable.
UTC Power’s PureCell system is a clean, efficient, reliable hydrogen fuel cell power plant whose only by-product is water. UTC Power has more than 8 million operating hours, and in 2008, its next-
generation fuel cell was selected to supply power for the Freedom Tower and three other towers under construction at the World Trade Center site in New York City.

12 United Technologies Gorporation
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technology system for the Sikorsky UH-60M Upgrade BLACK HAWK,
Canadian Maritime, EH-53K and X2 Technology demonstrator
helicopters. This technology replaces mechanical flight controls
with electronic systems that significantly enhance control and \

maneuverability. This also increases safety and reduces the pilot's </ [ +/ \ .|
workload, aircraft weight and maintenance costs. . :
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More content.
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L1
ot &7 FLIGHT DECK CONTRON PN

In 2004, Boeing selected Hamilton Sundstrand to supply nine systems on the new 787 Dreamliner, including the electrical, air thermal management and auxiliary power systems. Hamilton \
Sundstrand supports this new aircraft’s development at its Airplane Power System Integration Facility (APSIF) in Rockford, II1. Through high-speed data links, engineers thousands of miles _
apart have the ability to test and verify systems in a real-time, collaborative environment. More than 14,000 hours of integration testing have taken place at this facility. UTC Power has been a

world leader in fuel cell technology for more than 50 years. In 2008, the U.S. Department of Energy selected UTC Power to lead a team to develop solid oxide fuel cells, which use ceramic cell

technology that can be powered by a range of fuels. United Technologies Research Center (UTRC) provided initial research for this new generation of fuel cells that can convert chemical

energy to electricity with lower greenhouse gas emissions.

16 United Technologies Corporation
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Aftermarket services are essential to UTC's sustained
performance and represent 40 percent of revenues, Otis.
Carrier and UTC Fire & Security, including its Sicli business,
have service technicians in locations around the worid,
such as Paris (pictured}. Qur aerpspace businesses also
offer cost-effective services to customers globally.
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Rapid growth has transformed the skylines of major cities worldwide, such as Shanghai, where many buildings depend on UTC’s integrated products and maintenance services. UTC’s aftermarket
services complement our core capabilities and provide cost-effective services to these customers. From hotels to cruise ships to landmark buildings, UTC Fire & Security’s HI-FOG water mist fire
protection system uses micro-droplets of water that efficiently cool a fire to the point of extinguishing it. The system requires up to 90 percent less water than conventional sprinklers, which results

in less damage for customers.

20 United Technologies Corporation
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Our products make madern Jife-possible dnd; - - -
in some cases, saveives, Over the pastfive
years, Sikofsky helicoptershave helped.save, -
50,826 lives. Pictured: A'Sikorsky Searéh- " -
and Rescue $-92 helicopter during a Maritime

and Coastguard Agency training exercise in

Stornoway, Scotland. ’
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Corporate Responsibility

More progress.

At UTC, corporate responsibility combines financial performance with commitments to employees, the environment and communities. We don’t choose between these priorities and have robust
metrics in place to measure performance. UTC has more than 16,000 employees in China, so when the earthquake hit China’s Sichuan province in May, UTC along with our employees donated
$1.5 million in cash and in-kind goods and services to support victims. Through our relationship with Conservation International, we also are supporting reforestation of damaged land in

Xiaozhaizigou Nature Reserve in this province. This is just one example of UTC’s commitment to communities around the world where our employees live and work. UTC's innovations make
modern life possible while using energy more efficiently. Our products are diverse, but they all convert energy into useful work, from air conditioners and elevators to jet engines and helicopters.
Qur PureCycle geothermal power system uses hot water, a clean, renewable energy resource, to provide constant power.

24 United Technologies Corporation
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Corporate Responsibility

At-a-glance

From greeshouse gas emissions to employee education, UTC meastres corporate responsibility progress using key perfarmance indicatars (KPIs). Additional KPls are available on our Web site at www.utc.com/respansibility.

Governance In 2008, UTC increased its Dow Jones Sustainability Indexes rating by 3 points
and again was named one of the Global 100 Most Sustainable Corporations in the Werld at
the World Economic Forum in Davos, Switzerland. We also received a positive assessment
from RiskMetrics’ ranking of the S&P 500, an AAA rating from Innovest Strategic Value
Advisors and were rated 9.5 out of 10 by GovernanceMetrics International

Environment UTC has continuously reported Environment, Health & Safety (EH&S) perform-
ance since 1992. In 1997, we committed to 10-year goals to reduce energy and water use, which
resulted in a 19 percent reduction in energy use and a 49 percent reductjon in water use by the
end of 2006, With 2006 as our baseline, we then set even more aggressive goals for improved
performance by the end of 2010. These goals include reducing greenhouse gas emissions by

3 percent annually and water consumption by 2.5 percent annually. Since the beginning of
2007, we have achieved reductions of t1 percent on both metrics. UTC environmental report-
ing standards encourage the ongoing analysis and correction of data as applicable following the
close of a reporting period. Previously reported annual environmental metric results may change
between annual reporting periods, and UTC will include any prior year data revisions in
current reporting. Additional information on UTC’s environmental reporting standards, our
EH&S goals and objectives, and our progress to date is posted at www.utc.com/responsibility.

Customers and Suppliers Since fanuary 1, 2007, 1,124 key suppliers, representing approximately
40 percent of UTC’s product spend, completed self-assessments against baseline EH&S
expectations. All but 2 percent have met those requirements. We aim to have 100 percent
meeting expectations and onsite reviews conducted at 10 percent of the suppliers by the end

of 2010.

2o UnitediTechnologieslCorporation)
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Corporate Responsibility

2003

Governance

Objectives and Progress

Work with the Ethics Resource Center (ERC) to benchmark UTC’s ethics programs against those of
comparable companies. In 2008, UTC participated in the ERC’s Defense Industry Benchmark
survey. Overall results showed UTC's score improved by 9 percentage points over 2005, and the
comparable survey average improved by 7 percentage points. UTC’s 2008 score was equivalent
to the 2008 survey average. The survey results confirmed that UTC is improving our ethical
culture and identified opportunities for improvement.

Improve by 3 percentage points responses to the 2009 biennial employee survey question that asks
whether or not, “My managers comply with the UTC Code of Ethics.” In 2008, UTC focused on
strengthening ethics awareness and our compliance systems. We developed and provided a
toolkit for managers worldwide to help them communicate about ethics on a daily basis.
Employees took 606,000 ethics classes online, Accountability remains a priority and

357 employees lost their jobs for ethics violations, an increase of 68 over 2007.

Challenges
UTC continues to focus on export controls and implement more robust processes and audits.
When violations have occurred, UTC filed voluntary disclosures.

As previously reported, in 1999 the U.S. Department of Justice brought a lawsuit against

Prart & Whitney, alleging that the company violated contract provisions and the civil False
Claims Act in pricing a contract awarded by the U.S. Air Force in 1984. The contract was
awarded competitively on the basis of price and other factors. At trial, the court found no
liability for contract or common law claims and no damages for any false claims. However, the
court awarded statutory penalties of $7.1 million. UTC is appealing the court’s decision and
believes the company is not liable.

In late 2008, Otis discovered misstatements of inventory and other accounting irregularities
at its subsidiary in Brazil and launched a full investigation into the accounting practices.

Otis took appropriate disciplinary action, including dismissals of those involved in the

28 United Technologies Corporation

Progress and Challenges

misrepresentations, and arranged for an independent audit that is expected to be concluded
in 2009. Otis and UTC have a zero tolerance policy for ethical misconduct and continuously
work to strengthen governance activities and internal controls.

Environment

Objectives and Progress

Reduce greenhouse gas emissions 3 percent annually and water consumption 2.5 percent annually
from 2007 through 2010. In 2008, we reduced greenhouse gas emissions by 6 percent and water
consumption by 7 percent. We have met our 2010 water reduction goal and will continue to
aggressively identify and implement further reductions.

Invest $100 million from 2007 through 2010 in energy conservation projects, including co-generation
systems. Since the beginning of 2007, we have identified more than 900 projects valued at
$167 million and funded $96 millien, half of which supports co-generation systems.

Ensure compliance with envirenmental permits. [n 2008, UTC conducted 98 independent
compliance audits of our facilities worldwide. Actions 1o address risks were identified and
systematically tracked to closure. UTC operations that were not scheduled for independem
audits in 2008 conducted detailed permit reviews to validate compliance,

Challenges

UTC’s operations are subject to environmental regulation by federal, state and local authorities.
In 1991, we established a global EH&S policy and related environmental standards of
performance. These apply either where no local regulation exists or where local regulation

is less stringent.

Products

Dbjectives and Progress

Improve energy efficiency and reduce packaging of new products placed in service between 2007
and 2010, each by 10 percent. Our current EH&S goals target all new products for improved
environmental performance. Since the beginning of 2007, we have met the efficiency goal
in 68 percent and the packaging goal in 100 percent of new products launched.
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Corporate Responsibility

Focus Areas

Governance

The aim of governance at UTC is an ethical culture in which 100 percent compliance with
laws and regulations is standard. During 2008, our 13 member Board of Directors included 11
independent members. Each board committee included independent directors and four com-
mittees were fully independent. UTC’s Code of Ethics, created in 1990 and relaunched in 2006,
is the foundation of our culture. In 2008, the Code was amended by UTC’s Board of Directors
to include a policy on citizenship and human rights to reaffirm UTC's commitment to corporate
responsibility. Implemented in 1986, UTC's Ombudsman/DIALOG program allows employees
to raise questions and concerns confidentially. Since then, 85,342 inquiries have been sub-
mitted and reviewed. Over the past five years, approximately 80 percent of inquiries requested
change, and about half have resulted in change. Additional information on UTC’s Board of
Directors, including committees and members, UTC's political action committee and our
Code of Ethics is available on our Web site.

Environment

UTC believes climate change is a critical concern. We focus on our operations, the perform-
ance of our suppliers and our products in use. Internally, we have set aggressive goals for
reduced CO: equivalent emissions and water use, and have achieved reductions of 11 percent
on both metrics from a 2006 baseline. Longer term, we have reduced base energy use by 22
percent and water use by 50 percent since 1997, In 2008, we initiated a third party assessment
of our EH&S data collection and reporting program. With a worldwide real estate portfolio of
more than 100 million square feet, we are committed to designing and building new facilities
with the smallest possible footprint. As of year-end 2008, UTC has one facility certified by the
U.S. Green Building Council’s Leadership in Energy and Enviranmental Design (LEED) rating
system. Another 18 registered projects are in the planning, construction or completion phase,
including four in final certification review. More information on UTC’s commitment to the
environment is available on our Web site.

Products

UTC’s products bring energy efficiency and conservation to the building systems and aerospace
industries. Qur fuel cells have been in use for 50 years and today power buses, industrial and
retail facilities, and skyscrapers around the world. UTC also manufactures combined heat and
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power technology and geothermal systems, which tap previously unusable geothermal reserves
for renewable and continuously available power. Carrier was chosen in 2008 as a preferred
supplier of the Clinton Climate Initiative (CCI), becoming the first heating, ventilation

and air-conditioning company to sign a Memorandum of Understanding with the CCI for
energy efficient products. Based on more than 20 years of research and development,

Pratt & Whitney’s PurePower PW 000G engine with Geared Turbofan technology is expected o
reduce noise by 50 percent, fuel consumption by more than 12 percent and achieve a double-digit
reduction in emissions and operating costs. More information on energy efficient products made
by UTC companies and our work to reduce materials of concern is available on our Web site.

Customers and Suppliers

UTC serves customers primarily in two global industries: aerospace and building systems,
Our aerospace customers include governments, aircraft manufacturers and airlines. We

serve military and civil government customers in dozens of countries. In the United States,
this includes all branches of the military, NASA and the Department of Homeland Security.
Seventecn percent of UTC’s business comes from government contracts and we only sell
military equipment as allowed by goverment authorities. Qur building systems customers
include building owners and managers, contractors and property developers. UTC’s supply
chain includes more than 50,000 companies, and in 2008, we spent more than $30 billion on
procurement. UTC actively seeks competitive and innovative small and diverse businesses. In
2008, UTC spent more than $950 million with diverse suppliers, up from $770 million in 2007.
More information on UTC’s commitment to customer satisfaction, our supply chain, supplier
diversity and our supplier EH&S expectations is available on our Web site.

Peaple

UTC is committed to treating employees fairly, respecting their interests and providing

safe working conditions and open communications. Our Code of Ethics is our guide to
delivering on these commitments; it outlines expectations and holds every employee
accountable. An injury-free workplace is our goal; however, inherent risk in our industrial
seltings continues to present challenges. We investigate each serious injury and occupational
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Carrier

Operations Review: In 2008, homeowners,
building owners, international transporta-
tion companies and food retail outlets
relied more than ever on Carrier to provide
innovative, environmentally responsible,
high-performance heating, ventilation,

air-conditioning and refrigeration solutions.

Customer wins included Del Monte, Maersk
Line, Carrefour, Holland America Lines,
Edeka and Red Bull. Carrier also was
chosen by Delhi International Airport to
supply eight Evergreen 19XRD centrifugal
chillers with non-ozone depleting refriger-
ant, Carrier delivered the largest carbon
dioxide (natural refrigerant} turnkey refrig-
eration solution to wholesaler Metro Cash
& Carry, providing design, installation and
service expertise.

The AvantAC All-Electric bus system is

the first of its kind in North America to
provide constant passenger cooling regard-
less of vehicle engine speed. Carrier’s

new AquaForce 30XW water-cooled chiller
is up to 20 percent more efficient than

its predecessors and meets strict energy
efficiency regulations.

Carrier expanded its service capabilities
with the acquisitions of NORESCO, a lead-
ing energy services company, and Environ-
mental Market Solutions, Inc., a green
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building consulting company that helped
the Beijing Olympic Village become the first
project in China to achieve LEED Neighbor-
hood Development certification.

Also in China, Carrier formed a joint
venture with Midea to produce duct-free
air-conditioning systems exclusively for
Carrier for the global market.

Corporate Responsihility Progress and
Challenges: In 2008, Carrier was appointed
as a formal international advisor to the
China Green Building Council and spon-
sored the Moscow 2008 Green Buildings
Conference. The company also signed
Memorandums of Understanding with
the Clinton Climate [nitiative to provide
energy efficient, non-ozone depleting
water-cooled chillers to the C40 Large
Cities Climate Leadership Group and with
the Chinese Ministry of Environmental
Protection to provide training and support.

Carrier's Montluel facility is the first indus-
trial site in France to use 100 percent green
electricity from renewable sources, such as

hydroelectric and wind turbine.

Tadiran Appliances in Israel initiated a vol-
untary retrofit campaign related to some of
its high wall air conditioners that noc_a.vomn
a risk of fire under certain circumstances.

Carrier defivered a customized energy efficient building solution for the Tour Granite office tower in Paris. The iconic building is
equipped with chillers, aiz handlers, fan coils and a building management system. These producis meet precise fresh air flow
requirgments and provide a high level of comfort and air quality for building occupants.
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Otis

Operations Review: Otis achieved solid
growth in 2008 largely due to strong global
market penetration in the low- to mid-rise
segment, including sales of the Gen2 elevator
in Europe and the expansion of the Gen2
product line into markets throughout Asia,
India and the United States. Today, Otis
maintains more than 1.6 million elevators
and escalators worldwide.

Otis supplied more than 1,400 units totaling
more than $100 million for the 2008 Beijing
Games. Twenty percent of the units were
Gen2 machine-roomless elevators, Otis
installed and is servicing units in Beijing
and surrounding cities at 30 sports venues
and infrastructure built to support the
Games. Other notable contracts include
the 60-story Trump International Hotel

& Tower in Toronto, and the Guangzhou
International Financial Center in China, an
office and hotel building that will be among
the world’s tallest.

Otis is reinventing the industry it founded
more than 150 years ago. To meet the
ever-changing needs of today’s building
industry, Otis provides comprehensive
service offerings. Otis’ new offering, Elite
service, provides an unprecedented level of
customer service. It has been introduced in
the United Kingdom, Korea and Spain with
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pilots in a number of other countries as Qtis
continues to expand Elite service offerings
around the world.

Corporate Responsibility Progress and
Challenges: In 2008, an Otis supplier in
France delivered a shipment of elevator
buttons, which were found to contain
trace amounts of radioactive material.
The contamination originated from a
scrap metal supplier in India. Nuclear
testing authorities concluded that the
contaminated buttons did not present
a safety hazard to the public or Otis
employees. At Otis, safety of the riding
public and its employees is of paramount
importance. Therefore, Otis decided to
replace the affected buttons in factories
and customer locations.

Otis continues its commitment to the
environment with the opening of its green
manufacturing center in Madrid. The
center’s key product is the environmentally
friendly and energy-saving Gen2 elevator.
The building was designed with energy
efficient materials, including photovoltaic
roof panels, producing 60 percent of

the building’s electricity; solar panels,
producing 70 percent of its hot water;

and a lighting system, reducing electricity
consumption by 45 percent.

ECE awarded Otis a contract to install elevators, escalators and moving walkways for 19 shopping centers througheut Eurape.
This is Otis" largest contract in Europe. The majority of the units will consist of escalators and Gen2 machine-roomless elevator
systems with belt technotogy. In 2004, ECE awarded Otis contracts for eight new shopping malls in Eastern Europe, including
Galleria Vankovka in Brunn, Czech Republic (pictured abave), and these installations have been completed.
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Sikorsky

Operations Review: With busy production
lines and first flights for six programs in
2008, Sikorsky continues to chart a path
for future growth after doubling revenues
over the last four years. Margin expansion,
excellence in execution, technological
leadership and globalization contribute to
continued success,

The X2 Technology demonstrator achieved
first flight in August 2008. The prototype
integrates technologies to advance the
state-of-the-art helicopter, which is
expected to demonstrate that a helicopter
can cruise comfortably at 250 knots while
retaining excellent low-speed handling, and
efficient hovering and safety, with seamless
transition to high speed.

Launched in 2008, Sikorsky Aerospace
Services is a unique organization offering
original equipment manufacturing expertise
to meet customers’ aviation service needs.

It combines decades of experience in
aerospace engineering, material support,
integrated logistics, servicing, maintenance,
overhaul and training to maximize aircraft
readiness with low operational costs.

Modernization projects continue at the PZL
Mielec facility in Poland. The S-70i BLACK
HAWK helicopter will be assembled there
and deliveries are expected to begin in 2011.
In China, $-76 helicopter airframes are

36 United Technologtes Corporation

now being built under a contract between
Shanghai Sikorsky and Aviation Industries
of China (AVIC 11). Sikorsky’s supply base
in Turkey continues to grow, and plans to
develop regional aviation centers are pro-
gressing in the Middle East.

Gorporate Responsibility Progress and
Challenges: Sikorsky continues to make
progress on eliminating materials of concern.
In 2008, after years of researching alterna-
tives, Sikorsky began testing equipment to
replace the use of sulfur hexafluoride with
helium in helicopter blade production.
potentially saving more than 7,500 metric
tons of greenhouse gas emissions annually.
The company also implemented a hexavalent
chrome replacement program for its military
and commercial helicopters and contributed
to the Connecticut National Guard winning
the Secretary of the Army Award.

In 2008, Sikersky began plans for a combined
heat and power co-generation plant at its
Stratford, Conn., facility. The plant will
supply approximately 84 percent of the site’s
base load electrical power and is expected

to begin operation in 2010. Sikorsky has
executed a power purchase agreement for
the installation of solar panels on the roef
of its Stratford facility. The first phase will
consist of 500 solar panels scheduled to be
operational in 2009.

Sikorsky CH-53Ds aboard the USS Bonhomme Richard. The CH-53D helicopter is designed to transport up to 8,000 pounds, including
personnel and supplies, in suppert of amphibious ard shore operations. The U.S. government currently cperates 36 aircraft, which
combined have flown approximately 700,000 hours. The first CH-53D aircraft began operating in.1966. Sikorsky is curvently
developing the latest aircratt in the series, the CH-53K heavy-litt helicopter, for the L.S. Marine Corps.
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UTC Power

Operations Review: Climate change, rising
energy costs and the environment are major
global concerns. A leader in efficient,
reliable, sustainable energy alternatives,
UTC Power delivers innovative, practical
solutions to customers around the world.

UTC Power launched the PureCell Model
400 fuel cell, a 400-kitowatt system that
doubles the output and life of the PureCell
Model 200, which has led the market in
durability. In 2008, the New York Power
Authority selected UTC Power to supply
12 PureCell Model 400 fuel cells for the
Freedom Tower and three other towers
under construction at the World Trade
Center site in New York City. Samsung
Everland also purchased 12 of the same
fuel cell systems for instaltation at a

GS Power plant in South Korea.

38 United Technologies Corporation

Corporate Responsibility Progress and
Challenges: Rising fuel costs and
urbanization create a growing demand
worldwide for green onsite power and
transit solutions. The PureCell Model 400
power system completed development in
2008 and its first deliveries will take place
in 2009. UTC Power continues its work
developing the PureMotion power plant
for the fleet bus market. In 2008, it received
the largest U.S. order ever for fuel cell
systems to power transit buses from

AC Transit.

In 2008, AC Transit of Qakland, Calif., announced the largest ever procerement in the United States of fuel cell power systems for
public transpert buses. UTC Power will provide 12 PureMotion Medel 120 fue! cell systems to AC Transit to power next-generation
hybrid-electric, fuel cell buses, scheduled for delivery in 2009 and 2010. In addition te fuel efficiency, the benefits of fuel cell
buses iaclude zero tailpipe emissions and smooth, quiet operation. The clean cperation means these buses have an immediate,
positive impact on street-level emissions.
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Five-Year Summary

(in millions, except per share amounts) 2008 2007 2006 2005 2004
For the year
Revenues $ 58,681 $ 54,759 $ 47,829 $ 42,725 $ 37,445
Research and development 1,1M 1,678 1,529 1,367 1,267
Income before cumulative effect of a change in accounting principle ! 4,689 4,224 3,732 3,164 2,673
Net income 4,689 4,224 3,732 3,069 2,673
Earnings per share:
Basic:
Income before cumulative effect of a change in accounting principle! 5.00 4.38 3.81 3.19 2.69
Cumulative effect of a change in accounting principle ! —_ — — (.09) —
Net income 5.00 438 3.81 3.10 2.69
Diluted:
Income before cumulative effect of a change in accounting principle! 490 4.27 3.71 3.2 2.64
Cumulative effect of a change in accounting principle! — — — {(.09) _—
Net income 490 4.27 3.71 3.03 2.64
Cash dividends per common share 1.35 1.17 1.02 .88 .70
Average number of shares of Common Stock outstanding:
Basic 938 964 980 991 993
Diluted 936 989 1,006 1,014 1,011
Cash flow from operations 6,161 5,330 4,803 4,334 3,596
Capital expenditures 1,216 1,153 954 929 795
Acquisitions, including debt assumed 1,418 2,336 1,049 4,583 1,295
Share repurchase 3,160 2,001 2,068 1,181 992
Dividends on Common Stock 2 1,210 1,080 951 832 660
At year end
Working capital $ 4665 $ 4,602 $ 3,636 $ 1,861 $ 2,575
Total assets? 56,469 54,575 47,141 45,925 40,441
Long-term debt, including current portion+ 10,453 8,063 7,074 6,628 4,271
Total debt* 11,476 9,148 7,931 8,240 5,591
Debt to total capitalization *4 42% 30% 31% 33% 28%
Shareowners’ equity 24 15917 21,355 17,297 16,991 14,266
Number of employees 223,160 225,600 214,500 218,200 209,700

* During 2005, we acquired Kidde, which in conjunction with Chubb (acquired during 2003) forms the UTC Fire & Security segment.
* During 2003, a 2-for-1 split of our common stock was effected in the form of a share dividend. All common share and per share amounts for periods prior to the split have been adjusted to reflect the split.

Note 1 During 2005, we adopted the provisions of Financial Accounting Standards Board (FASB) Interpretation No. 47, “Accounting for Conditional Asset Retirement Obligations (an interpretation of FASB Statement

No. 143)” (FIN 47} and Statement of Financial Accounting Standards (SFAS) 123R, “Share-Based Payment.”

Note 2 Excludes dividends paid on Employee Stock Ownership Plan common stock.

Note 3 During 2006, we adopted the provisions of SFAS Ne. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans — an amendment of SFAS Nos. 87, 88, 106 and 132(R),” (SFAS 158)
which resulted in an approximately $1.8 billion non-cash charge to equity and a $2.4 billion non-cash reduction to total assets. In addition, we early-adopted the measurement date provisions of SFAS 158 effective

January 1, 2007, which increased shareowners’ equity by approximately $425 million and decreased long-term liabilities by approximately $620 million,

Note 4 Theincrease in the 2008 debt to total capitalization ratio reflects unrealized losses of approximatety $4.2 billion, net of taxes, associated with the effect of market conditions on our pension plans, and the 2008 debt

issuances totaling $2.25 billion.
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On a global basis, Otis’ new equipment orders were up 8% and Carrier’s commercial heating,
ventilating, and air conditioning (HVAC) new equipment orders grew approximately 9% in
2008, as compared with 2007. These growth rates reflect increases for most of the year partially
offset by declines in the fourth quarter. Although commercial HVAC revenue grew in 2008,
commercial refrigeration revenues declined as a result of the current economic conditions. As
with the prior year, the weakness in the U.S. residential market continued to affect Carrier’s
North American residential business where unit shipments declined 7%, however the broader
miarket declined further. UTC Fire & Security experienced 3% organic revenue growth in 2008
with strength in the fire safety businesses being partially offset by the adverse impact of the U.S.
and international banking industry downturn on its electronic security businesses. The growth
in the fire safety businesses resulted largely from increased activity in the oil & gas and marine
industries as well as growth in Asia.

Although the price of oil has retreated significantly from record prices experienced early in
2008, the commercial aerospace industry continues to engage in capacity reductions and airline
carrier consolidations to help offset the significant decline in passenger and cargo traffic levels
experienced across the industry in 2008. Worldwide revenue passenger miles (RPMs) were
essentially flat in 2008 as compared to 2007, and lower than initially expected as a result of the
worldwide economic slowdown. Consistent with expectations, we saw a leveling off of Pratt &
Whitney’s commercial aerospace aftermarket business in 2008 compared to 2007, which
reflected sales growth in the first half of the year offset by declines in the second half of 2008.
However, also consistent with expectations, we experienced growth in the commercial
aerospace original equipment manufacturer (OEM) markets at both Pratt & Whitney and
Hamilton Sundstrand, as well as continued strong demand for military helicopters at Sikorsky.

With the increasingly tough economic environment, we expect revenues to decline in 2009 to
approximately $57 billion reflecting lower organic growth levels and a significant unfavorable
impact from foreign currency translation due to the recent strengthening of the U.S. dollar as
compared with currencies such as the Eurc. Although the disruption in the financial markets
did not have a significant impact on our results in 2008, it continues to present a risk as we
enter 2009. In addition to managing any potential impact to our financial results, we continue
to monitor and address the potential impact to our customers and suppliers, which to date has
been limited,

The increase in revenue in 2008 was accompanied by improvements in operational efficiencies,
including savings from previously initiated restructuring actions, the benefit of cost
containment efforts and the favorable impact of foreign currency translation. These operating
profit improvements were partially offset by the adverse impact of higher restructuring
charges, research and development spending and commodity costs, to generate a net 8%

42 United Technologies Corporation

increase in operating profit in 2008, as compared with 2007. Although commodity prices
declined in the secand half of 2008, we still experienced overall cost increases for the year, in
part due to certain existing long-term supplier agreements. After partial recovery through
pricing, the net adverse impact to earnings of higher commodity costs in 2008 was
approximately $115 miilion. As a result of the recent declines in commodity pricing, we are
now expecting the lower costs to provide a benefit to operating results in. 2609 of about $150
million.

To help generate future margin growth, and in anticipation of a difficult economic
environment in 2009, we invested $357 million in restructuring actions across our businesses
in 2008, While restructuring efforts have been undertaken across the company, the majority of
the charges were incurred at Carrier and Pratt & Whitney as we focus on lowering our overall
cost structure.

In 2008, operating profit benefited from various gains related to business divestiture activity
during the year ($129 million), the sale of marketable securities ($38 million) and a favorable
pre-tax interest adjustment ($12 million) as discussed below in “Results of Operations.”
Operating profit for 2007 was adversely impacted by a civil fine, net of existing reserves, of
$216 million levied against Otis. The European Commission’s Competition Directorate
assessed a civil fine of approximately $300 million (EU Fine) against Otis, its relevant local
entities and UTC, as a result of certain Otis subsidiaries in Europe violating European Union
competition rules. Gains from the sale of marketable securities and certain non-core assets and
lower restructuring charges in 2007 helped to offset the adverse impact of this fine, as discussed
further in “Results of Operations.”

In addition to the earnings generated from organic revenue growth, including the growth from
new product development and product improvements, our earnings growth strategy also
contemplates investments in acquisitions. We invested $1.4 billion and $2.3 billion, including
debt assumed of $196 million and $300 million, in the acquisition of businesses across all of
our operations in 2008 and 2007, respectively. Acquisitions in 2008 consisted principally of a
number of small acquisitions in our commercial businesses. Acquisitions in 2007 consisted
principally of investments in the UTC Fire & Security segment including the acquisitions of
Initial Electronic Security Group (IESG) for approximately $1.2 billion and Marioff
Corporation, Oy (Marioff) for approximately $348 million. The remaining investments in
2007 included a number of smaller acquisitions across our businesses.

For additional discussion of acquisitions and restructuring, see “Liquidity and Financing
Commitments,” “Restructuring and Other Costs” and Notes 2 and 11 to the Consolidated
Financial Statements.
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of higher commodity costs, net of pricing (approximately 20 basis points) and increased
restructuring costs (approximately 10 basis points) contributing to the remainder of the year-
over-year change.

In 2007, the gross margin decline as a percentage of sales compared with 2006, was primarily
the result of the adverse impact of the EU Fine, net of existing reserves, of approximately $216
million {approximately 40 basis points), the absence of an approximately $80 million benefit
(approximately 20 basis points) from a reserve reversal associated with the 2006 settlement of a
Department of Defense collaboration accounting claim against Pratt & Whitney, and higher
commodity costs in 2007. After partial recovery through pricing, the net adverse impact to
earnings of higher commoedity costs in 2007 was approximately $290 million (approximately
50 basis points). All of these adverse impacts were partially offset by lower restructuring
charges in 2007 {approximately 20 basis points), higher volumes, the impact of acquisitions,
savings from previously initiated restructuring actions, net operational efficiencies and the
favorability of foreign exchange translation.

Research and Development

(in millions of dollars) 2008 2007 2006
Company-funded $1.11 $1,678 $1,529
Percentage of sales 31% 3.1% 3.2%
Customer-funded $2,008 $1,872 $1,621
Percentage of sales 3.5% 3.5% 3.4%

The increase in company-funded research and development in 2008, compared with 2007, was
led by continued investments in Pratt & Whitney’s next generation product family including
the PurePower™PW1000G (PurePower) engine, which features Geared Turbofan (GTF)
technology. General increases across the businesses comprised the remainder of the year-over-
year increase. The approximately 10% increase in company-funded research and development
in 2007, as compared with 2006, was driven largely by continued efforts on the Boeing 787
program at Hamilton Sundstrand (4%) and Pratt & Whitney’s next generation product family
(39%). Increases in company-funded research and development costs at Hamilton Sundstrand
on the Boeing 787 program in 2007 were primarily the result of 787 aircraft program delays.
Company-funded research and development spending is subject to the variable nature of
program development schedules.

The increase in customer-funded research and development spending in 2008, as compared

with 2007, relates largely to increased engineering effort in the J-2X propulsion program at
Pratt & Whitney Rocketdyne as well as various space programs at Hamilton Sundstrand, while
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development spending on the Joint Strike Fighter program across the company decreased.
The 2007 increase in customer-funded research and development, as compared with 2006, is
primarily attributable to increased spending at Sikorsky on the CH-53K program.

Company-funded research and development spending for 2009 is expected to be consistent
with 2008 spending levels.

Selling, General and Administrative

(in millions of dollars) Naam 2007 2006
Selling, general and administrative $ 6,724 $ 6,109 $ 5,462
Percentage of sales 11.6% 11.3% 11.6%

Increases in selling, general and administrative expenses in both 2008 and 2007 were due
primarily to general increases across the businesses in support of higher volumes and the
adverse impact of foreign currency translation. The increase in 2008 was further impacted by
the effect of increased restructuring charges undertaken in anticipation of a tougher economic
climate in 2009, resulting in a 30 basis point increase in selling, general and administrative
expenses as a percentage of sales from 2007 to 2008. Strong control of spending in 2007,
coupled with the significant growth in revenues, led to a 30 basis point reduction in selling,
general and administrative expenses as a percentage of sales from 2006 to 2007,

Interest Expense

(in millions of dollars) 2008 2007 2006
Interest expense $ 689 $ 666 $ 606
Average interest rate during the year
Short-term borrowings 5.6% 6.2% 6.2%
Total debt 59% 6.2% 6.4%

Interest expense increased in 2008, as compared with 2007, primarily as a result of the
issuances of $1.0 billion of long-term debt in December 2007, bearing interest at 5.375%, and
$1.0 billion of long-term debt in May 2008, bearing interest at 6.125%. This increase was
partially offset by lower interest charges related to our deferred compensation plan and lower
interest accrued on unrecognized tax benefits. The issuance of $1.25 billion of long-term debt
in December 2008 bearing interest at 6.125% did not have a significant impact to interest
expense in 2008. Interest expense increased in 2007 primarily as a result of the full year impact
of the issuance of $1.1 billion of long-term debt in May 2006, an increase in short-term
borrowings to fund acquisition activity, and interest accrued on unrecognized tax benefits.
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Restructuring and Cther Costs

We recorded net pre-tax restructuring and related charges/(credits) totaling $357 million in
2008 and $166 million in 2007 for new and ongoing restructuring actions. We recorded these
charges in the segments as follows:

(in millions of doliars) 2008 2007
Otis b J4 $ 21
Carrier 140 33
UTC Fire & Security 63 39
Pratt & Whitney 118 53
Hamilton Sundstrand 1§ 23
Sikorsky — (3}
Eliminations & Other 1 —

The 2008 charges include $148 million in cost of sales, $205 million in selling, general and
administrative expenses and $4 million in other income. The 2007 charges include $110
million in cost of sales, $55 million in selling, general and administrative expenses and

$1 million in other income. These charges relate principally to actions initiated during 2008
and, to a lesser extent, residual trailing costs related to certain 2007 and 2006 actions.

Restructuring actions are an essential component of our operating margin improvement
efforts and relate to both existing operations and those recently acquired. We have acquired
certain businesses at beneficial values, such as Linde, Chubb, Kidde and 1ESG, with the
expectation of restructuring the underlying cost structure in order to bring operating margins
up to expected levels. Restructuring actions focus on streamlining costs through workforce
reductions, the consclidation of manufacturing, sales and service facilities, and the transfer of
work to more cost-effective locations. For acquisitions prior to January 1, 2009, the costs of
restructuring actions at the acquired company contemplated at the date of acquisition are
recorded under purchase accounting and actions initiated subsequently are recorded through
operating results. However, upon the January 1, 2009 adoption of SFAS No. 141 (revised
2007}, “Business Combinations” (SFAS 141(R)), restructuring costs associated with a business
combination will be expensed as incurred. We expect to initiate restructuring actions during
2009 across the businesses due to our continuing cost reduction efforts. Excluding the impact
of SFAS 141(R), we expect to incur approximately $150 million of restructuring costs in the
first quarter of 2009. Although no specific plans for other significant actions have been
finalized at this time, we continue to closely monitor the economic environment and may
undertake further restructuring actions to keep our cost structure aligned with the demands of
the prevailing market conditions.
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2008 Actions. During 2008, we initiated restructuring actions relating to ongoing cost
reduction efforts, including selling, general and administrative reductions and the
consolidation of manufacturing facilitics. We recorded net pre-tax restructuring and related
charges in the business segments totaling $327 million as follows: Otis $21 million, Carrier
$141 million, UTC Fire & Security $58 million, Pratt & Whitney $93 million, Hamilton
Sundstrand $13 million and Eliminations & Other $1 million. The charges included $119
million in cost of sales, $204 million in selling, general and administrative expenses and $4
million in other income. These costs included $277 million for severance and related employee
termination costs, $24 million for asset write-downs and $26 million for facility exit and lease
termination costs.

We expect the 2008 actions to result in net workforce reductions of approximately 6,300
hourly and salaried employees, the exiting of approximately 1.2 million net square feet of
facilities and the disposal of assets associated with the exited facilities. As of December 31,
2008, we have completed net workforce reductions of approximately 3,900 employees. We are
targeting the majority of the remaining workforce and all facility related cost reduction actions
for completion during 2009 and 2010. Approximately 80% of the total pre-tax charge will
require cash payments, which we will fund with cash generated from operations. During 2008,
we had cash outflows of approximately $130 million related to the 2008 actions. We expect to
incur additional restructuring and related charges of $60 million to complete these actions, We
expect recurring pre-tax savings to increase over the two-year period subsequent to initiating
the actions to approximately $370 million annually, of which $108 million was realized in 2008.

2007 Actions. During 2008, we recorded net pre-tax restructuring and related charges in the
business segments totaling $10 million for restructuring actions initiated in 2007. The 2007
actions relate to ongoing cost reduction efforts, including workforce reductions and the
consolidation of manufacturing facilities. We recorded the charges in 2008 in our segments as
follows: UTC Fire & Security $5 million, Pratt & Whitney $2 million and Hamilton Sundstrand
$3 million. The charges included $9 million in cost of sales and $1 million in selling, general
and administrative expenses. Those costs included $7 million for facility exit and lease
termination costs, $2 million for asset write-downs and $1 million for severance.

We expect the 2007 actions to result in net workforce reductions of approximately 1,800
hourly and salaried employees, the exiting of approximately 500,000 net square feet of facilities
and the disposal of assets associated with the exited facilities. As of December 31, 2008, we have
completed net workforce reductions of approximately 1,700 employees and exited 200,000 net
square feet of facilities. We are targeting the majority of the remaining workforce and facility
related cost reduction actions for completion during 2009. Approximately 70% of the total
pre-tax charge will require cash payments, which we will fund with cash generated from
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Organic revenue growth of 7% in 2008 was generated by a strong opening new equipment
backlog with revenue increases in Europe and North America. Revenues in Asia were flat as
growth in China was offset by a decline in Korea. New equipment orders rose 8% and new
equipment backlog at the end of the year was up 9%, led by China. Deteriorating economic
conditions have begun to adversely impact many commercial construction markets around the
world, resulting in declining new equipment order rates in the fourth quarter of 2008 and
delays in some previously awarded projects. Global economic conditions are expected to
adversely impact new equipment sales, orders, and pricing in 2009.

In 2008, Otis revenues increased $1,064 million (9%) compared with 2007, reflecting organic
growth (7%} and the favorable impact of foreign currency translation (3%), partially offset by
the absence of gains on the sale of land and a non-core business (combined 1%) recorded in
2007. Revenue growth reflected increased new equipment and service volume, aided by the
strong new equipment backlog entering the year, as well as higher modernization and repair
sales in North America and Europe, the latter benefiting from changes to elevator safety laws in
France and Spain. The 2007 increase of $1,595 million (16%) reflected organic growth (8%),
the favorable impact of foreign currency translation (6%) and gains on the sale of land and a
non-core business {combined 19). Organic growth reflected increases in all geographic
regions, led by new equipment sales,

Otis operating profits increased $156 million (7%) in 2008 compared with 2007. Profit
improvement resulted from higher volumes, product cost reductions and improved field
installation efficiencies as partially offset by higher commodity and labor costs (net combined
9%}, and the favorable impact of foreign currency translation (5%). These improvements were
reduced by the absence in 2008 of gains realized on the sale of land and a non-core business in
2007 (combined 5%) and by provisions for inventory shortages and other accounting
irregularities {2%}) discovered at a subsidiary in Brazil in late 2008. Otis expects to conclude its
investigation into the Brazilian matter in 2009.

Operating profits increased $433 million (23%) in 2007 compared with 2006 as a result of
higher revenues and cost containment actions partially offset by escalating commodity and
labor costs (net 9%), the favorable impact of foreign currency translation (79%), gains realized
on the sale of land and a non-core business (combined 6%), and lower restructuring charges
{19%). Operating margins expanded despite the continued shift in sales mix towards new
equipment, which has lower contribution margins than services.

Carrier is the world’s largest manufacturer and distributor of HVAC and refrigeration systems.
It also produces food service equipment and HVAC and refrigeration-related controls for
residential, commercial, industrial and transportation applications. Carrier also provides
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installation, retrofit and aftermarket services and components for the products it sells and
those of other manufacturers in the HVAC and refrigeration industries. Sales are made both
directly to the end customer and through manufacturers’ representatives, distributors,
wholesalers, dealers and retail outlets. Certain of Carrier’s HVAC businesses are seasonal and
can be impacted by weather. Carrier customarily offers its customers incentives to purchase
products to ensure adequate supply of our products in the distribution channel.

The slowing global economy has had an immediate impact on Carrier’s short cycle businesses,
leading to a decline in organic revenue of 1% in 2008. Weak end markets have adversely
impacted the Refrigeration business and continued weakness in the U.S. housing market
unfavorably impacted the North American residential businesses. Higher costs on cross border
transactions, as a result of significant currency shifts worldwide, have also negatively impacted
2008 operating margin. Our current expectation is that the U.S. housing market deterioration
will continue throughout 2009. Moderating commercial HVAC order rates and significant
declines in transport refrigeration orders late in the year are expected to create challenging
business conditions in 2009. These challenges as well as weak global economic conditions are
expected to contribute to a further overall decline in organic revenue in 2009. In response to
the current economic environment and expected slower worldwide growth, Carrier continues
to focus on implementing restructuring and other cost reduction initiatives.

Although commodity prices declined in the sccond half of 2008, Carrier still expericnced
overall cost increases for the year, in part due to certain existing long-term supplier
agreements. As a result of commodity cost increases in 2008 and 2007, Carrier implemented
price increases on many of its products. Although this helped to partially mitigate the impact,
comnmodity cost increases still had a net adverse impact to operating profit in 2008 and 2007 of
$71 million and $79 million, respectively.

Carrier’s revenues increased $300 million (2%) in 2008 compared with 2007, reflecting the
favorable impact of both foreign currency translation {2%) and the net impact of recent
acquisitions (1%). Organic revenue declined (1%) for the year due to weak end markets in the
Refrigeration business and a decline in the Residential and Light Commercial Systems business
in North America attributable to the continued weakness in the U.S. housing market. These
decreases more than offset growth in the Building Systems and Services business while the
Residential and Light Commercial International business was essentially flat. The year-over-
year impact from a gain generated on the contribution of a business into a new venture
operating in the Middle East and the Commonwealth of Independent States was essentially
offset by the absence of a gain in 2007 on the disposition of Carrier’s Fincoil-teollisuus Oy
(Fincoil) heat exchanger business.
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impact on later sales of parts and service. Predicted traffic levels, load factors, worldwide airline
profits, general economic activity and global defense spending have been reliable indicators for
new aircraft and aftermarket orders within the aerospace industry. Spare part sales and
aftermarket service trends are affected by many factors, including usage, technological
improvements, pricing, reguiatory changes and the retirement of older aircraft. Performance in
the general aviation sector is closely tied to the overall health of the economy and is positively
correlated to corporate profits.

The volatility of fuel prices throughout much of 2008 adversely impacted the commercial
acrospace industry leading many airline carriers te consolidate or reduce capacity by idling
some aircraft and retiring other older and less fuel efficient aircraft. Several smaller carriers
have either declared bankruptcy or shut down altogether. Although fuel prices had declined
substantially by the end of 2008, the deterioration in the worldwide economic environment has
led to a significant decline in passenger and cargo traffic. RPM growth was essentially flat in
2008 compared to the 5% growth reflected in 2007. We expect worldwide RPMs to be down
approximately 3% in 2009 as a result of expected further air traffic declines. While the service
and capacity reductions did not have a significant impact on our 2008 full year results, we did
begin to see a decline in Pratt & Whitney’s year-over-vyear large commercial spares orders and
we expect a further decline in 2009 based upon the current economic conditions. As a result of
lower business jet utilization, P&WC experienced a decline in spares volume in the second half
of 2008, and expect further declines in 2009, Total commercial aerospace aftermarket revenues
increased 2% in 2008 compared with 2007, reflecting increases at both Hamilton Sundstrand
and Sikorsky, while Pratt & Whitney was essentially flat year-over-year. Pratt & Whitney's
commercial aerospace aftermarket revenue performance reflects the growth experienced in the
first half of 2008 offset by declines in the second half of the year. Hamilton Sundstrand’s

aftermarket revenues increased in the year due to provisioning by the airlines and as it supplies

product content on a broad spectrum of aircraft.

Despite the airline industry adversity, the strong production levels at the airframe
manufacturers generated commercial aerospace OEM growth in 2008, as compared with 2007,
as airframe manufacturers continued delivering on their strong backlogs. Given the current
tight credit markets facing both the airlines and the business jet market, there is a possibility
that some commercial aircraft delivery dates scheduled for 2009 are at risk of being deferred.
Projected global traffic declines, a weakening business jet market, and the possible deferral of
commercial aircraft deliveries by airlines to counter the weakening travel demand are all
expected to result in a moderation of growth rates in the commercial aerospace markets. The
machinist strike at Boeing during the year did not have a significant adverse impact to our
2008 full year results.
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Continued government military spending is driving helicopter demand and, as a result,
Sikorsky’s military backlog remains very strong. While the U.S. Defense Department budgets
are largely in place for 2609, spending beyond 2609 will reflect policies of a new administration
and Congress. Across all segments, military OEM volume increased 13% in 2008 compared
with 2007, led by Sikorsky. As a result of the strong military helicopter demand and our
existing backlogs, we expect further growth in helicopter deliveries in 2009. Total sales to the
U.5. government of $7.7 billion, $7.3 billion, and $6.4 billion in 2008, 2007, and 2006,
respectively, were 13% of total UTC sales in 2008 and 149 in both 2007 and 2006. The defense
portion of our aerospace business is affected by changes in market demand and the global
political environment. Our participation in long-term production and development programs
for the U.S. government has contributed positively to our results in 2008 and is expected to
continue to benefit results in 2009.

Pratt & Whitney is among the world’s leading suppliers of aircraft engines for the commercial,
military, business jet and general aviation markets. Pratt & Whitney’s Global Services
organization provides maintenance, repair and overhaul services, including the sale of spare
parts, as well as fleet management services for large commercial engines. Pratt & Whitney
produces families of engines for wide and narrow body aircraft in the commercial and milirary
markets, Pratt & Whitney also sells engines for industrial applications and space propulsion
systems. P&WC is a world leader in the production of engines powering business, regional,
light jet, utility and military aircraft and helicopters. Pratt & Whitney Rocketdyne (PWR) is a
leader in the design, development and manufacture of sophisticated aerospace propulsion
systems for military and commercial applications, including the U.S. space shuttle. Prast &
Whitney’s products are sold principally to aircraft manufacturers, airlines and other aircraft
operators, aircraft leasing companies, space launch vehicle providers and U.S. and foreign
governments. Pratt & Whitney’s products and services must adhere to strict regulatory and
market driven safety and performance standards. The frequently changing nature of these
standards, along with the long durarion of aircraft engine programs, create uncertainty
regarding engine program profitability, The vast majority of sales are made directly to the end
custonter and, to a limited extent, through independent distributors and foreign sales
representatives.

During 2007, both Mitsubishi Heavy Industries Ltd. (MHT) and Bombardier selected Pratt &
Whitney’s PurePower engine to power their planned new aircraft. Both aircraft are scheduled
to enter service in 2013. The PurePower engine, featuring GTF technology, is the exclusive
power plant for the new Mitsubishi Regional Jet and the proposed Bombardier C Series family
of passenger aircraft. This engine targets a significant reduction in fuel burp and noise levels
with lower environmental emissions and operating costs than current production engines. In
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Hamilton Sundstrand’s operating profits increased $132 million (14%]) in 2008 as compared
with 2007, primarily due to growth in the aerospace (6%) and industrial businesses (2%). The
favorable impact of gains related to divestiture activity (3%]), the favorable impact of foreign
currency translation (196), and lower year-over-year restructuring costs (1%) contributed the
majority of the remaining year-over-year operating profit growth. Operating profits increased
$135 million {16%) in 2007 as compared with 2006 due principally to volume growth in both
the commercial aftermarket (13%) and industrial businesses (2%) and the favorable impact of
foreign currency translation (2%). Operating profits from commercial OEM revenue growth
(8%) and the impact of lower restructuring costs (2%) were mostly offset by increased
company funded research and development costs (9%), principally related to the Boeing 787
program.

Sikorsky is one of the world’s largest manufacturers of military and commercial helicopters
and also provides aftermarket helicopter and aircraft parts and services. Current major
production programs at Sikorsky include the UH-60M Black Hawk medium-transport
helicopters and HH-60M Medevac helicopters for the U.S. and foreign governments, the 5-70
Black Hawk for foreign governments, the MH-60S and MH-60R helicopters for the U.S. Navy,
the International Naval Hawk for multiple naval missions, and the 5-76 and the 5-92
helicopters for commercial operations. The UH-60M helicopter is the latest and most modern
in a series of Black Hawk variants that Sikorsky has been delivering to the U.S. Army since 1978
and requires significant additional assembly hours relative to the previous variants. In
December 2007, the U.S. government and Sikorsky signed a five-year, multi-service contract
for 537 H-60 helicopters to be delivered to the U.S. Army and U.S. Navy, which include the
UH-60M, HH-60M, MH-60S and MH-60R aircraft. The contract value for expected deliveries
over the five year term is approximately $7.4 billion and includes opticns for an additional 263
aircraft, spares, and kits, with the total contract value potentially reaching $11.6 billion making
it the largest contract in UTC and Sikorsky history. Actual production quantities will be
determined year by year over the life of the program based on funding allocations set by
Congress and Pentagon acquisition priorities. The deliveries of the aircraft are scheduled to be
made through 2012. Sikorsky alsc is developing the CH-53K next generation heavy lift
helicopter for the U.S. Marine Corps and the CH-148, a derivative of the H-92, a military
variant of the 5-92, for the Canadian government. The latter is being developed under an
approximately $3 billion firm, fixed-price contract that provides for the development,
production, and 20-year logistical support of 28 helicopters. This is the largest and most
expansive fixed-price development contract in Sikorsky’s history. In December 2008, Sikorsky
and the Canadian government executed amendments to the contract that revised the delivery
schedule and contract specifications. The first test flight was successfully conducted in
November 2008 and delivery of the first helicopter is scheduled for the fourth quarter of 2010.
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Sikorsky’s aftermarket business includes spare parts sales, overhaul and repair services,
maintenance contracts, and logistics support programs for helicopters and other aircraft. Sales
are made directly by Sikorsky and by its subsidiaries and joint ventures. Sikorsky is increasingly
engaging in logistics support programs and partnering with its government and commercial
customers to manage and provide maintenance and repair services.

Sikorsky's revenues increased $579 million (12%) in 2008, as compared with 2007, due to the

higher volume of military aircraft deliveries and a favorable aircraft mix between military and
commercial programs. Revenues increased $1,559 million (48%) in 2007, as compared with

2006, due to higher business volume and full production in 2007 as compared to 2006, which

was adversely impacted by the six week strike of Sikorsky’s union workforce. Increases in

military aircraft deliveries and program support (22%), commercial aircraft revenues

(139%) and aftermarket operations (13%) comprised the majority of the year-over-year

revenue increase. _

Sikorsky’s operating profits increased $105 million (28%;) in 2008 as compared with 2007. This
improvement was primarily attributable to increased military aircraft deliveries and favorable
aircraft mix for both military and commercial programs (combined 42%}). These
improvements were partially offset by increased selling, general, and administrative expenses
(7%) and research and development (6%). Sikorsky’s operating profits increased $200 million
(116%) in 2007 as compared with 2006. A 58% increase in the number of large aircraft
deliveries as a result of strong commercial and military demand and the absence of the strike
related impact in 2006 generated the majority of the increase in operating profit in 2007. Lower
yeat-over-year restructuring charges (14%), partially offset by the absence of recoveries from
the Comanche program termination (7%), contributed to the remaining operating profit
increase.

Liguidity and Financing Commitments

(in miltions of dollars) 2008 2007
Cash and cash equivalents $ 4307 $ 2,904
Total debt 11,478 9,148
Net debt (total debt less cash and cash equivalents) 1,149 6,244 _
Shareowners’ equity 15917 21,355
Total capitalization (debt plus equity) 27,393 30,503
Net capitalization (debt plus equity less cash and
cash equivalents) 23,066 27,599
Debt to total capitalization 42% 30%
Net debt to net capitalization % 23%
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an increase in other net operating assets of approximately $240 million. The approximately
$560 million growth in inventory was significantly lower than the $1.1 billion growth in 2007
and largely reflected the increased production levels at Sikorsky. However, the overall growth
in inventories was more than offset by accounts payable and customer advances reflected in the
approximately $790 million increase in accounts payable and accrued liabilities. The increase
in accounts receivable is reflective of the overall growth in revenues.

For 2007, revenue and production growth generated a combined increase in inventory and
accounts receivable of approximately $1.6 billion. However, this amount was completely
funded by accounts payable and customer advances as reflected in the approximately $1.6
billion increase in accounts payable and accrued liabilities. Changes in other net operating
assets consumed approximately $680 million due largely to the payment of the previously
noted EU Fine and to the payment of Canadian taxes in connection with ongoing tax planning
activities.

The funded status of our pension plans is dependent upon many factors, including returns on
invested assets and the level of market interest rates. We can contribute cash or company stock
to our plans at our discretion, subject to applicable regulations. Total cash contributions to
pension plans during 2008 and 2007 were $242 million and $181 million, respectively. We also
contributed $250 million and $150 million in UTC ¢common stock to these plans during 2008
and 2007, respectively. As of December 31, 2008, the total investment by the defined benefit
pension plans in our securities is approximately 4% of total plan assets, We expect to make
contributions of approximately $600 million te our pension plans in 2009, including
approximately $400 million to our domestic plans. Expected contributions to our defined
pension plans in 2009 will meet or exceed the current funding requirements.

Cash Flow from Investing Activities

Year Ended December 31,
(in millions of dotlars) 2008 2007
Net cash flows used in investing activities $(2,336) $(3,182)

The 2008 activity primarily reflects a net investment in businesses of $915 million and capital
expenditures of $1,216 million. This compares with a net investment in businesses in 2007 of
$1,739 million and capital expenditures of $1,153 million. Cash investment in businesses
across all of our operations in 2008 was $1,252 million and primarily consisted of a number of
small acquisitions in our commercial businesses. Acquisitions in 2007 consisted principally of
the UTC Fire & Security acquisition of 1ESG for $952 million and Marioff for $348 million, as
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well as a number of smaller acquisitions across the businesses. Dispositions in both 2008 and
2007 consisted primarily of the sale of certain non-core businesses including Carrier’s Fincoil
in 2007. We expect total investments in businesses in 2009 to approximate $2 billion; however,
actual acquisition spending may vary depending upon the timing, availability and appropriate
value of acquisition opportunities.

The $63 million increase in capital expenditures in 2008 as compared with 2007 is related
largely to restructuring and facility changes across the businesses. In preparation for the
challenging economic climate expected in 2009, we have tightened capital expenditure
spending substantially across the company and as a result expect a reduction of spending in
2009,

Customer financing activities were a net cash use of $147 million in 2008, compared to a net
cash use of $139 million in 2007, While we expect that customer financing will be a net use of
cash in 2009, actual funding is subject to usage under existing customer financing
arrangements. At December 31, 2008, we had financing and rental commitments of $1,142
million related to commercial aircraft, of which as much as $407 million may be required to be
disbursed in 2009. We may also arrange for third-party investors to assume a portion of our
commitments. Refer to Note 4 to the Consolidated Financial Statements for additional
discussion of our commercial aerospace industry assets and commitments.

Cash Flow from Financing Activities

Year Ended December 31,

{in millions of dollars) 2008 2007
Net cash flows used in financing activities $(2,238) $(1,955)

In both 2008 and 2007, cash was primarily used to return value to shareowners through
dividends and share repurchases. In December 2008, May 2008 and December 2007, we
issued $1.25 billion, $1.0 billion and $1.0 billion, respectively, of long-term debt, The
proceeds of the May 2008 issuance were primarily used for general corporate purposes,
including financing acquisitions and repurchases of our stock. The proceeds of the December
2008 and 2007 issuances were primarily used to repay commercial paper borrowings and

to repay outstanding borrowings under our multicurrency revolving credit facility

described below.

The timing and levels of certain cash flow activities, such as acquisitions and repurchases of our
stock, have resulted in the issuance of both long-term and short-term debt, Commercial paper
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the extent of progress toward completion on our long-term commercial aerospace equipment
and helicopter contracts using units of delivery. In addition, we use the cost-to-cost method
for development contracts in the aerospace businesses and for elevator and escalator sales,
installation and modernization contracts in the commercial businesses. For long-term
aftermarket contracts, we recognize revenue over the contract period in proportion to the costs
expected to be incurred in performing services under the contract. Contract accounting also
requires estimates of future costs over the performance period of the contract as well as an
estimate of award fees and other sources of revenue,

Contract costs are incurred over a period of time, which can be several years, and the
estimation of these costs requires management's judgment. The long-term nature of these
contracts, the complexity of the products, and the strict safety and performance standards
under which they are regulated can affect our ability to estimate costs precisely. As a result, we
review and update our cost estimates on significant contracts on a quarterly basis, and no less
frequently than annually for all others, or when circumstances change and warrant a
modification to a previous estimate. We record adjustments to contract loss provisions in
earnings when identified.

Income Taxes. The future tax benefit arising from net deductible temporary differences and tax
carryforwards is $5.2 billion at December 31, 2008 and $2.4 billion at December 31, 2007.
Management believes that our earnings during the periods when the temporary differences
becume deductible will be sufficient to realize the related future income tax benefits. For those
jurisdictions where the expiration date of tax carryforwards or the projected operating results
indicate that realization is not likely, a valuation allowance is provided.

In assessing the need for a valuation allowance, we estimate future taxable income, considering
the feasibility of ongoing tax planning strategies and the realizability of tax loss carryforwards.
Valuation allowances related to deferred tax assets can be affected by changes to tax laws,
changes to statutory tax rates and future taxable income levels. In the event we were to
determine that we would not be able to realize all or a portion of our deferred tax assets in the
future, we would reduce such amounts through a charge to income in the period in which that
determination is made or when tax law changes are enacted. Conversely, if we were to
determine that we would be able to realize our deferred tax assets in the future in excess of the
net carrying amounts, we would decrease the recorded valuation allowance through an
increase 1o income in the period in which that determination is made. Subsequently
recognized tax benefits associated with valuation allowances recorded in a business
combination have been recorded as an adjustment to goodwill. However, upon the January 1,
2009 adoption of SFAS 141(R), changes in deferred tax asset valuation allowances and income
tax uncertainties after the acquisition date generally will affect income tax expense as further
described in *New Accounting Pronouncements.”
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In the ordinary course of business there is inherent uncertainty in quantifying our income tax
positions. We assess our income tax positions and record tax benefits for all years subject to
examination based upon management’s evaluation of the facts, circumstances and information
available at the reporting date. For those tax positions where it is more likely than not that a tax
benefit will be sustained, we have recorded the largest amount of tax benefit with a greater than
50% likelihood of being realized upon ultimate settlement with a taxing authority that has full
knowledge of all relevant information. For those income tax positions where it is not more
likely than not that a tax benefit will be sustained, no tax benefit has been recognized in the
financial statements. See Notes 1 and 9 to the Consolidated Financial Statements for further
discussion,

Goodwill and Intangible Assets. Our net investments in businesses in 2008 totaled $1.4 billion,
including approximately $196 million of debt assumed. The assets and liabilities of acquired
businesses are recorded under the purchase method of accounting at their estimated fair values
at the dates of acquisition. Goodwill represents costs in excess of fair values assigned to the
underlying net assets of acquired businesses.

Goodwill and intangible 2ssets deemed to have indefinite lives are not amortized, but are
subject to annual impairment testing, The identification and measurement of goodwill
impairment involves the estimation of the fair value of reporting units. The estimates of fair
value of reporting units are based on the best information available as of the date of the
assessment, which primarily incorporates management assumptions about expected future
cash flows and contemplates other valuation techniques. Future cash flows can be affected by
changes in industry or market conditions or the rate and extent to which anticipated synergies
or cost savings are realized with newly acquired entities. We completed our assessment of
goodwill as of July 1, 2008 and determined that no impairment existed at that date. Although
no significant goodwill impairment has been recorded to date, there can be no assurances that
future goodwill impairments will not occur. However, a 10% decrease in the estimated fair
value of any of our reporting units at the date of our 2008 assessment would not have resulted
in a goodwill impairment charge. See Note 2 to the Consolidated Financial Statements for
further discussion.

Product Performance. We extend performance and operating cost guarantees beyond our
normal service and warranty policies for extended periads on some of our products,
particularly commercial aircraft engines. Liability under such guarantees is based upon future
product performance and durability. In addition, we incur discretionary costs to service our
products in connection with product performance issues. We accrue for such costs that are
probable and can be reasonably estimated. The costs associated with these product
performance and operating cost guarantees require estimates over the full terms of the
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A summary of our consolidated contractual obligations and commitments as of December 31,
2008 is as follows:

Payments Due by Period

Less than 1-3 3-5 | Morethan
(in millions of dollars) Total 1 Year Years Years 5 Years
Long-term debt * $10,453 | $ 1,116 | $1,672 | $ 506 $ 7,159
Operating leases 1,650 453 636 302 259
Purchase obligations 14,102 8,340 | 4,284 | 1,081 397
Other long-term liabilities 16,548 1,906 | 3,326 | 3,136 8,180
Total contractual obligations $42,753 | $11,815 | $9.918  $5.025 $15,995

* Principal only; excludes associated interest payments

Purchase obligations include amounts committed under legally enforceable contracts or
purchase orders for goods and services with defined terms as to price, quantity, delivery and
termination liability. Approximately 35% of the purchase obligations disclosed above represent
purchase orders forproducts to be delivered under firm contracts with the U.S. government
for which we have full recourse under normal contract termination clauses.

Other long-term liabilities primarily include those amounts on our Decerber 31, 2008 balance
sheet representing obligations under product service and warranty policies, performance and
operating cost guarantees, estimated environmental remediation costs and payments under
employee benefit programs. Due to the impact of current market conditions on our overall
pension plans, our pension plans shifted from a net asset position in 2007 to a net liability
position in 2008, requiring a gross obligation of approximately $14 billion to be reflected in the
above table. The timing of expected cash flows associated with these obligations is based upon
management's estimates over the terms of these agreements and is largely based upon
historical experience.

The above table does not reflect unrecognized tax benefits of $773 million, the timing of which
is uncertain, except for approximately $50 million that may become payable during 2009. Refer
to Note 9 to the Consolidated Financial Statements for additional discussion on unrecognized
tax benefits. In addition, the above table does not include approximately $600 million of
expected contributions to our global pension plans in 2009, including approximately $400
million to our domestic plans.
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Commercial Commitments

Amount of Commitment Expiration per Period

Less than 1-3 3-5 | More than

(in millions of dollars) Committed I Year Years Years 5 Years
Commercial aerospace financing and

rental commitments $1,142 $ 407 | $146 | § 12 $577
IAE financing arrangements 1,420 396 603 259 162
Unconsolidated subsidiary

debt guarantees 208 133 12 — 63
Commercial aerospace financing

arrangements 137 4 5 9 119
Commercial customer

financing arrangements 209 209 — — —
Performance guarantees 40 33 7 — —_
Total commercial commitrments $3,156 $1,182 | $773 | $280 $921

Refer to Notes 4, 13 and 15 to the Consolidated Financial Statements for additional discussion
on contractual and commercial commitments.

Market Risk and Risk Management

We are exposed to fluctuations in foreign currency exchange rates, interest rates and
commodity prices. To manage certain of those exposures, we usc derivative instruments,
including swaps, forward contracts and optiens. Derivative instruments utilized by us in our
hedging activities are viewed as risk management tools, involve little complexity and are not
used for trading or speculative purposes. We diversify the counterparties used and monitor the
concentration of risk te limit our counterparty exposure.

We have evaluated our exposure to changes in foreign currency exchange rates, interest rates
and commodity prices in our market risk sensitive instruments, which are primarily cash, debt
and derivative instruments, using a value at risk analysis. Based on a 95% confidence level and
a one-day holding period, at December 31, 2008, the potential loss in fair value on our market
risk sensitive instruments was not material in relation to our financial position, results of
operations or cash flows. Our calculated value at risk exposure represents an estimate of
reasonably possible net losses based on volatilities and correlations and is not necessarily
indicative of actual results. Refer to Notes 1, 8 and 12 to the Consolidated Financial Staternents
for additional discussion of foreign currency exchange, interest rates and financial instruments.
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As previously disclosed, the Department of Justice (DOJ) sued us in 1999 in the U.S. District
Court for the Southern District of Ohio, claiming that Pratt & Whitney violated the civil False
Claims Act and ¢common law. This lawsuit relates to the “Fighter Engine Competition”
between Pratt & Whitney’s F100 engine and General Electric’s F110 engine. The DOJ alleges
that the government overpaid for F100 engines under contracts awarded by the U.S, Air Force
in fiscal years 1985 through 1990 because Pratt & Whitney inflated its estimated costs for some
purchased parts and withheld data that would have revealed the overstaternents. At trial of this
matter, completed in December 2004, the government claimed Pratt & Whitney's liability to be
$624 million. On August 1, 2008, the trial court judge held that the Air Force had not suffered
any actual damages because Pratt & Whitney had made significant price concessions. However,
the trial court judge found that Pratt & Whitney violated the False Claims Act due to
inaccurate statements contained in the 1983 offer. In the absence of actual damages, the trial
court judge awarded the DOJ the maximum civil penalty of $7.09 million, or $10,000 for ¢ach
of the 709 invoices Pratt & Whitney submitted in 1989 and later under the contracts. Both the
DQJ and UTC have appealed the decision. Should the government ultimately prevail, the
outcome of this matter could result in a material effect on our results of operations in the
petiod in which a liability would be recognized or cash flows for the period in which damages
would be paid.

In December 2008, the Department of Defense (DODY) issued a contract claim against Sikorsky
to recover overpayments the DOD alleges it has incurred since January 2003 in connection
with cost accounting changes approved by the DOD and implemented by Sikorsky in 1999 and
2006. These changes relate to the calculation of material overhead rates in government
contracts. The DOD claimed that Sikorsky’s liability is approximately $80 million {including
interest). We believe this claim is without merit and intend to appeal.

Except as otherwise noted above, we do not believe that resolution of any of these matters will
have a material adverse effect upon our competitive position, results of operations, cash flows
or financial condition.

Other Matters

Additional discussion of our environmental, U.S. government contract matters, product
performance and other contingent liabilities is included in “Critical Accounting Estimates” and
Notes 1, 13 and 15 to the Consolidated Financial Statements. For additional discussion of our
legal proceedings, see Item 3, “Legal Proceedings,” in our Annual Report on Form 10-K for
2008 (2008 Form 10-K).
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New Accounting Propouncements

In December 2007, the FASB issued SFAS 141(R), which replaces SFAS No. 141, “Business
Combinations” {SFAS 141). SFAS 141(R) retains the underlying concepts of SFAS 141 in that
all business combinations are still required to be accounted for at fair value under the
acquisition method of accounting but SFAS 141(R} changed the method of applying the
acquisition method in a number of significant aspects. Acquisition costs will generally be
expensed as incurred; noncontrolling interests will be valued at fair value at the acquisition
date; in-process research and development will be recorded at fair value as an indefinite-lived
intangible asset at the acquisition date, until either abandoned or completed, at which point
the useful lives will be determined; restructuring costs associated with a business combination
will generally be expensed subsequent to the acquisition date; and changes in deferred tax asset
valuation allowances and income tax uncertainties after the acquisition date generally will
affect income tax expense. SFAS 141(R) is effective on a prospective basis for all business
combinations for which the acquisition date is on or after the beginning of the first annual
period subsequent to December 15, 2008, with the exception of the accounting for valuation
allowances on deferred taxes and acquired tax contingencies. SFAS 141(R) amends SFAS

No. 109, “Accounting for Income Taxes” (SFAS 109) such that adjustments made to valuation
allowances on deferred taxes and acquired tax contingencies associated with acquisitions that
closed prior to the effective date of SFAS 141(R) would also apply the provisions of SFAS
141(R). Early adoption was not permitted. Upon adoption, SFAS 141(R} will not have a
significant impact on our financial position and results of operations; however, any business
combination entered into after the adoption may significantly impact our financial position
and results of operations when compared to acquisitions accounted for under existing U.S.
Generally Accepted Accounting Principles {GAAP) and result in more earnings volatility and
generally lower earnings due to the expensing of deal costs and restructuring costs of acquired
companies. Also, since we have significant acquired deferred tax assets for which full valuation
allowances were recorded at the acquisition date, SFAS 141(R) could significantly affect the
results of operations if changes in the valuation allowances occur subsequent to adoption. As
of December 31, 2008, such deferred tax valuation allowances amounted to $278 million. For
additional discussion on deferred 1ax valuation allowances, refer to Note 9 to the Consolidated
Financial Staterments in the 2008 Form 10-K.

In December 2007, the FASB issued SFAS No. 160, “Nencontrolling Interests in Consolidated
Financial Statements—an amendment of ARB No. 51” (SFAS 160). This statement is effective
for fiscal years, and interim periods within those fiscal years, beginning on or after

December 15, 2008, with eartier adoption prohibited. This statement requires the recognition of
a noncontrolling interest (minority interest) as equity in the consolidated financial statements
and separate from the parent’s equity. The amount of net income attributable to the
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postretirement plan on investment policies and strategies, major categories of plan assets,
inputs and valuation techniques used to measure the fair value of plan assets and significant
concentrations of risk within plan assets. This FSP shall be effective for fiscal vears ending after
December 15, 2009, with earlier application permitted. Upon initial application, the provisions
of this FSP are not required for earlier periods that are presented for comparative purposes.
We are currently evaluating the disclosure requirements of this new FSP.

Gautionary Note Concerning Factors That May Affect Future Results

This annual report contains statements which, to the extent they are not statements of
historical or present fact, constitute “forward-locking statements” under the securities laws.
From time to time, oral or written forward-looking statements may also be included in other
materials released to the public. These forward-looking statements are intended to provide
management’s current expectations or plans for our future operating and financial
performance, based on assumptions currently believed to be valid. Forward-looking statements
can be identified by the use of words such as “believe,” “expect,” “plans,” “strategy,”

project,” “target, " “guidance” and other words of
similar meaning in connection with a discussion of future operating or financial performance.
These include, among others, statements relating to:

»

» & » u

“prospects,” “estimate, anticipate,

- future revenues, earnings, cash flow, uses of cash and other measures of financial
performance;

« the effect of economic conditions in the United States and globally, including the financial
condition of our customers and suppliers;

* new business opportunities;

= restructuring costs and savings;

+ the scope, nature or impact of acquisition activity and integration into our businesses;

- the development, production and support of advanced technologies and new products and
services; .

* the anticipated benefits of diversification and balance of operations across product lines,
regions and industries;

- the impact of the negotiation of collective bargaining agreements;

+ the outcome of contingencies;

+ future repurchases of common stock;

» future levels of indebtedness and capital spending; and

+ pension plan assumptions and future contributions.

All forward-looking statements involve risks and uncertainties that may cause actual results to

differ materially from those expressed or implied in the forward-looking statements. Qur

Annual Report on Form 10-K for 2008 includes important information as to these factors that

may cause actual results to vary materially from those stated in the forward-looking statements
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in the “Business” section under the headings “General,” “Description of Business by Segment”
and “Other Matters Relating to our Business as a Whole” and in the “Risk Factors” and “Legal
Proceedings” sections. For additional information identifying factors that may cause actual
results to vary materially from those stated in the forward-looking statements, see our reports
on Forms 10-K, 10-Q and 8-K filed with the Securities and Exchange Comrmission from time
to time.

Management’s Report on Internal Control over Financial Reporting

The management of UTC is responsible for establishing and maintaining adequate internal
control over financial reporting. Internal control over financial reporting is a process designed
to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external reporting purposes in accordance with
accounting principles generally accepted in the United States of America. Because of its
inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Management has assessed the effectiveness of UTC's internal control over
financial reporting as of December 31, 2008. In making its assessment, management has
utilized the criteria set forth by the Committee of Sponsoring Organizations of the Treadway
Commission in Internal Control — Integrated Framework, Management concluded that based
on its assessment, UTC’s internal control over financial reporting was effective as of
December 31, 2008. The effectiveness of UTC’s internal control over financial reporting, as of
December 31, 2008, has been audited by PricewaterhcuseCoopers LLP, an independent
registered public accounting firm, as stated in their report which is included herein.

i

Louis R. Chénevert
President and Chief Executive Officer

{*r

Gregory J. Hayes
Senior Vice President and Chief Financial Officer

Margaret M. Smyth
Vice President, Controller
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CONSOLIDATED STATEMENT OF OPERATIONS

{in millions of dollars, except per share amounts) 2008 2007 2006
Revenues
Product sales $42,115 $39,240 $34,271
Service sales 15,868 14,679 12,847
Other income, net 638 840 711
58,681 54,759 47,829
Costs and Expenses
Cost of products sold 31,774 29,927 26,089
Cost of services sold 10,787 9,995 8,651
Research and development .M 1,678 1,529
Selling, general and administrative 6,724 6,109 5,462
Operating profit 1,625 7.050 6,098
Interest 689 666 606
Income before income taxes and minority interests 6,936 6,384 5,492
Income taxes 1,883 1,836 1,494
Minority interests in subsidiaries’ earnings 364 324 266
Net Income $ 4,689 $ 4,224 $ 3,732
Earnings per Share of Common Stock
Basic $ 5.00 $ 4.38 $ 3.81
Diluted $ 490 $ 427 $ 3.71

See accompanying Notes to Consolidated Financial Statements
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CONSOLIDATED STATEMENT OF CASH FLOWS

(in millions of dollars) 2008 2007 2006
Operating Activities
Net income $ 4,689 $ 4,224 3 3,732
Adjustments to reconcile net income to net cash flows provided by operating activities:
Depreciation and amortization 132 1,173 1,033
Deferred income tax provision (benefit) 45 58 (214)
Minority interests in subsidiaries’ earnings 364 324 266
Stock compensation cost m 198 180
Change in:
Accounts receivable (491) (462) (35)
Inventories and contracts in progress (562} (1111} (789)
Other current assets 35 44 25
Accounts payable and accrued liabilities 188 1,561 990
Other, net {239) (679) (385)
Net Cash Provided by Operating Activities 6,161 5,330 4,803
Investing Activities
Capital expenditures (1,216) {1,153) (954)
Increase in customer financing assets (285) (411) (314)
Decrease in customer financing assets 138 272 382
Investments in businesses (1,252) (2,037) (911)
Dispositions of businesses i 298 451
Other, net (58) {151) 85
Net Cash Used in Investing Activities {2,316) (3,182) (1,261)
Financing Activities
Issuance of long-term debt 2,248 1,032 1,109
Repayment of long-term debt {48) (330) (825)
Increase (decrease) in short-term borrowings 9 191 (817)
Common Stock issued under employee stock plans 163 415 346
Dividends paid on Common Stock (1,210} (1,080) (951)
Repurchase of Common Stock (3.160) (2,001) {2,068)
Dividends to minority interests and other (322) (182) (136)
Net Cash Used in Financing Activities (2,238) {1,955) (3,342)
Effect of foreign exchange rate changes on Cash and cash equivalents (164) 165 99
Net increase in Cash and cash equivalents 1,423 358 299
Cash and cash equivalents, beginning of year 2,904 2,546 2,247
Cash and cash equivalents, end of year $ 4,327 $ 2,904 $ 2,546
Supplemental Disclosure of Cash Flow Information:
Interest paid, net of amounts capitalized $ 659 $ 629 $ 575
Income taxes paid, net of refunds $1.912 $ 1,818 $ 1,347

Non-cash investing and financing activities include:

Contributions of UTC common stock of $250 during 2008 and 3150 each in 2007 and 2006 to domestic defined benefit pension plans

See accompanying Notes to Consolidated Financial Statements
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Notes to Consolidated Financial Statements

Note 1. Summary of Accounting Principles

The preparation of financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenues and expenses.
Actual results could differ from those estimates.

Consolidation. The Consolidated Financial Statemnents include the accounts of UTC and our
controlled subsidiaries. Intercompany transactions have been eliminated.

Cash and Cash Equivalents. Cash and cash equivalents includes cash on hand, demand
deposits and short-term cash investments that are highly liquid in nature and have original
maturities of three months or less.

On occasion, we are required to maintain cash deposits with certain banks in respect to
contractual obligations related to acquisitions or divestitures or other legal obligations. As of
December 31, 2008, the amount of restricted cash was approximately $310 million, of which
approximately $35 million is included in current assets and $275 million is included in long-
term assets. Restricted cash as of December 31, 2007 was not significant.

Accounts Receivable. Current and long-term accounts receivable include retainage of $154
million and $121 million in 2008 and 2007, respectively, and unbilled receivables of $852
million and $643 million in 2008 and 2007, respectively.

Retainage represents amounts that, pursuant to the applicable contract, are not due until
project completion and acceptance by the customer. Unbilled receivables represent revenues
that are not currently billable to the customer under the terms of the contract. These items are
expected to be collected in the normal course of business. Long-term accounts receivable are
included in other assets in the Consolidated Balance Sheet.

Marketable Equity Securities. Equity securities that have a readily determinable fair value and
that we do not intend to trade are classified as available for sale and carried at fair value.
Unrealized holding gains and losses are recorded as a separate component of shareowners’
equity, net of deferred income taxes.

Inventories and Contracts In Progress. Inventories and contracts in progress are stated at the
lower of cost or estimated realizable value and are primarily based on first-in, first-out (FIFQ)
or average cost methods; however, certain subsidiaries use the last-in, first-out (LIFO) method.
If inventories that were valued using the LIFO method had been valued under the FIFO
method, they would have been higher by $176 million and $173 million at December 31, 2008
and 2007, respectively.
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Costs accumulated against specific contracts or orders are at actual cost. Inventory in excess of
requirements for contracts and current or anticipated orders have been reserved as
appropriate. Manufacturing costs are allocated to current production and firm contracts.

Fixed Assets. Fixed assets are stated at cost. Depreciation is computed over the assets’ useful
lives using the straight-line method, except for aerospace assets acquired prior to January 1,
1999, which are depreciated using accelerated methods.

Goodwill and Other Intangible Assets. Goodwill represents costs in excess of fair values
assigned to the underlying net assets of acquired businesses. Goodwill and intangible assets
deemed to have indefinite lives are not amortized. Goodwill and indefinite-lived intangible
assets are subject to annual impairment testing using the guidance and criteria described in
Statement of Financial Accounting Standard (SFAS) No. 142, “Goodwill and Other Intangible
Assets,” This testing compares carrying values to fair values and, when appropriate, the
carrying value of these assets is reduced to fair value. During 2008, we were not required to
record any impairment on goodwill or indefinite-lived intangibles.

Intangible assets other than goodwill consist of service portfolios, patents and trademarks,
customer relationships and other intangible assets. Useful lives of finite lived intangible assets
are estimated based upon the nature of the intangible asset and the industry in which the
intangible asset is used. Estimated useful lives of service portfolios generally range from 5 to 30
years. Estimated useful lives of patents and finite-lived trademarks range from 3 to 40 years.
Estimated useful lives of customer relationships and other assets range from 2 to 32 years.
These intangible assets are amortized based on the pattern in which the economic benefits of
the intangible assets are consumed. If a pattern of economic benefit cannot be reliably
determined, a straight-line amortization method is used.

Other Long-Lived Assets. We evaluate the potential impairment of other long-lived assets when
appropriate, If the carrying value of assets exceeds the sum of the undiscounted expected
future cash flows, the carrying value of the asset is written down to fair value.

Income Taxes. In the ordinary course of business there is inherent uncertainty in quantifying
our income tax positions. We assess our income tax positions and record tax benefits for all
years subject to examination based upon management’s evaluation of the facts, circumstances,
and information available at the reporting date. For those tax positions where it is more-likely-
than-not that a tax benefit will be sustained, we have recorded the largest amount of tax benefit
with a greater than 509 likelihood of being realized upon ultimate settlement with a taxing
authority that has full knowledge of all relevant information. For those income tax positions
where it is not more-likely-than-not that a tax benefit will be sustained, no tax benefit has been
recognized in the financial statements. Where applicable, associated interest has also been
recognized.
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We have used derivative instruments, including swaps, forward contracts and options, to
manage certain foreign currency, interest rate and commuedity price exposures. Derivative
instruments are viewed as risk management tools by us and are not used for trading or
speculative purposes. Derivatives used for hedging purposes may be designated and effective as
a hedge of the identified risk exposure at the inception of the contract.

All derivative instrumenis are recorded on the balance sheet at fair value. Derivatives used to
hedge foreign-currency-denominated balance sheet items are reported directly in earnings
along with offsetting transaction gains and losses on the items being hedged. Derivatives used
to hedge forecasted cash flows associated with foreign currency commitments or forecasted
commodity purchases may be accounted for as cash flow hedges, as deemed appropriate, Gains
and losses on derivatives designated as cash flow hedges are recorded in other comprehensive
income and reclassified to earnings in a manner that matches the timing of the earnings impact
of the hedged transactions. The ineffective portion of all hedges, if any, is recognized currently
in earnings.

Envirenmental. Environmental investigatory, remediation, operating and maintenance costs
are accrued when it is probable that a liability has been incurred and the amount can be
reasonably estimated. The most likely cost to be incurred is accrued based on an evaluation of
currently available facts with respect to each individual site, including existing technology,
current laws and regulations and prior remediation experience. Where no amount within a
range of estimates is more likely, the minimum is accrued. For sites with multiple responsible
parties, we consider our likely proportionate share of the anticipated remediation costs and the
ability of the other parties to fulfill their obligations in establishing a provision for those costs.
Liabilities with fixed or reliably determinable future cash payments are discounted. Accrued
environmental liabilities are not reduced by potential insurance reimbursements.

Asset Retirement Obligations, We record the fair value of legal obligations associated with the
retirement of tangible long-lived assets in the period in which it is determined to exist, if a
reasonable estimate of fair value can be made. Upon initial recognition of a liability, we
capitalize the cost of the asset retirement obligation by increasing the carrying amount of the
related long-lived asset. Over time, the liability is increased for changes in its present value and
the capitalized cost is depreciated over the useful life of the related asset. We have determined
that conditional legal obligations exist for certain of our worldwide owned and leased facilities
related primarily to building materials. As of December 31, 2008 and 2007, the outstanding
liability for asset retirement obligations was $163 million and $171 million, respectively.

Pension and Postretirement Obligations. In September 2006, the FASB issued SFAS No. 158,
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans—an
amendment of FASB Statement Nos. 87, 88, 106 and 132{R)” (SFAS 158). This statement
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requires balance sheet recognition of the overfunded or underfunded status of pension and
postretirement benefit plans. Under SFAS 158, actuarial gains and losses, prior service costs or
credits, and any remaining transition assets or obligations that have not been recognized under
previous accounting standards must be recognized in Accumulated Other Non-Shareowners’
Changes in Equity, net of tax effects, until they are amortized as a component of net periodic
benefit cost. SFAS 158 was effective for publicly-held companies for fiscal years ending after
December 15, 2006, except for the measurement date provisions, which were effective for fiscal
years ending after December 13, 2008. Based on the funded status of our plans as of

December 31, 2006, the adoption of SFAS 158 decreased total assets by approximately $2.4
billion, decreased total liabilities by approximately $549 million and reduced total
shareowners’ equity by approximately $1.8 billion, net of taxes. SFAS 158 also requires the
measurement date (the date at which plan assets and the benefit obligation are measured) to be
the company’s fiscal year end. We early-adopted the measurement date provisions of SFAS 158
effective January 1, 2007. The majority of our pension and postretirement plans previously
used a November 30 measurement date. All plans are now measured as of December 31,
consistent with our company’s fiscal year end. The non-cash effect of the adoption of the
measurement date provisions of SFAS 158 increased shareowners’ equity by approximately
$425 million and decreased long-term liabilities by approximately $620 million in 2007. The
adoption of SFAS 158 did not affect our results of operations.

Note 2. Business Acquisitions, Goodwill and Intangible Assets

Business Acquisitions. Qur investments in businesses in 2008, 2007 and 2006 totaled $1.4
billion, $2.3 billion and $1.0 billion, including debt assumed of $196 million, $300 million and
$138 million, respectively.

The 2008 investments consisted primarily of a number of small acquisitions in our commercial
businesses. The 2007 investments consisted principally of the acquisition of Initial Electronic
Security Group {IESG), a division of Rentokil Initial, plc, and Marioff Corporation, Oy
(Marioff) both now part of the UTC Fire & Security segment, and a number of small
acquisitions in both the commercial and aerospace businesses.

On July 2, 2007, we completed the acquisition of IESG with the exception of the French
operations, the acquisition of which was completed on December 27, 2007 after receiving
regulatory approval. The total purchase price was approximately $1.2 billion including
approximately $250 million of debt assumed. We recorded approximately $1.0 billion of
goodwill and approximately $300 million of identified intangible assets in connection with this
acquisition. The acquisition of TESG enhances UTC Fire & Security’s scale and capability in the
electronic security business in key markets where we have a significant presence. 1ESG sells
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Note 4. Commercial Aerospace Industry Assets and Commitments

We have receivables and other financing assets with commercial aerospace industry customers
totaling $2,636 million and $2,586 million at December 31, 2008 and 2007, respectively.

Customer financing assets related to commercial aerospace industry customers consist of
products under lease of $642 million and notes and leases receivable of $346 million. The notes
and leases receivable are scheduled to mature as follows: $34 million in 2009, $34 million in
2010, $12 million in 2011, $10 million in 2012, $13 million in 2013, and $243 million
thereafter.

Financing commitments, in the form of secured debt, guarantees or lease financing, are
provided to commercial aerospace customers. The extent to which the financing commitments
will be utilized is not currently known, since customers may be able to obtain more favorable
terms from other financing sources. We may also arrange for third-party investors to assume a
portion of these commitments. If financing commitments are exercised, debt financing is
generally secured by assets with fair market values equal to or exceeding the financed amounts
with interest rates established at the time of funding. We also may lease aircraft and
subsequently sublease the aircraft to customers under long-term noncancelable operating
leases. In some instances, customers may have minimum lease terms that result in sublease
periods shorter than our lease obligation. Lastly, we have made residual value and other
guarantees related to various commercial aerospace customer-financing arrangements, The
estimated fair market values of the guaranteed assets equal or exceed the value of the related
guarantees, net of existing reserves.

Qur commercial aerospace financing and rental commitments as of December 31, 2008 were
$1,142 million and are exercisable as follows: $407 million in 2009, $114 million in 2010, $32
million in 2011, $6 million in 2012, $6 millien in 2013, and $577 million thereafter. Our
financing obligations with customers are contingent upon maintenance of certain levels of
financial condition by the customers,

In addition, we have residuai value and other guarantees of $137 million as of December 31,
2008.

We have a 33% interest in International Aero Engines AG (IAE), an international consortium
of four shareholders organized to support the V2500 commercial aircraft engine program. Our
interest in IAE is accounted for under the equity method of accounting. !AE may offer
customer financing in the form of guarantees, secured debt or lease financing in connection
with V2500 engine sales. At December 31, 2008, [AE had financing commitments of $1,069
million and asset value guarantees of $55 million. Our share of IAE’s financing commitments
and asset value guarantees was approximately $365 million at December 31, 2008. In addition,
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IAE had lease obligations under long-term noncancelable leases of approximately $296 million,
on an undiscounted basis, through 2020 related to aircraft, which are subleased to customers
under long-term leases. These aircraft have fair market values, which approximate the financed
amounts, net of reserves. The shareholders of IAE have guaranteed IAE’s financing
arrangements to the extent of their respective ownership interests. In the event of default by a
shareholder on certain of these financing arrangements, the other shareholders would be
proportionately responsible.

Reserves related to receivables and financing assets were $149 million and $172 million at
December 31, 2008 and 2007, respectively. Reserves related to financing commitments and
guarantees were $30 million and $71 million at December 31, 2008 and 2007, respectively.

Note 3. Inventories and Contracts in Progress

(in milkions of doflars) 2008 2007
Inventories consist of the following:
Raw materials $ 1L $ 1,281
Work-in-process 3,295 2,783
Finished goods 3,634 3,694
Contracts in progress 51714 4,753
13,374 12,511
Less:
Progress payments, secured by lien, on U.S. government
contracts (476) (279)
Billings on contracts in progress (4,558) (4,131)
$ 8,340 $ 8,101

Raw materials, work-in-process and finished goods are net of valuation reserves of $497
million and $471 million as of December 31, 2008 and 2007, respectively. As of December 31,
2008 and 2007, inventory also includes capitalized research and development costs of $833
million and $740 million, respectively, related to certain aerospace programs. These capitalized
costs will be liquidated as production units are delivered to the customer. The capitalized
contract research and development costs within inventory principally relate to capitalized costs
on Sikorsky’s CH-148 contract with the Canadian government, The CH-148 is a derivative of
the H-92, a military variant of the 5-92,

Contracts in progress principally relate to elevator and escalator contracts and include costs of
manufactured components, accumulated installation costs and estimated earnings on
incomplete contracts.




£2 uoday (enutty gOz

6107 ‘1 Areniqay %STI9 HLTA £

Aunye ey {ssppop fo suongppuu 1) (pdiautid

SMO[[O] SB 31om §OT 19qLUIdI(] Ut pansst 1qap wid)-Fuo| ayy Jo suuay ay §, suonediqo Suneaq
1521211 ULI91-110Ys Ul spaanead 1au s[qefieae SUTUIEWAI ) PAISIAUL daky oM ‘3sn Surpuag
‘sasodind aesodion [erausl 105 pasn aq [im spazdosd 19u 34 Jo Japurewas ay 1, "AIIde] 1IpaId
Butajoaas Hsuaumonnuu Ino 1apun sfumorroq Surpueisino sy jo uorqu g1 $ Aeunxordde
Aeda1 01 pasn ose sem Juiiagzo a1 wie) spassoxd 1au i Jo uontod v *g00Z ‘17 Adenuef

PUE 00z ‘ST 12quIaza¢] uaamiaq Suumew s§uimorrog ded ferssunuod Aedar oy Ajueurad
Pasn a1am ya1ym Jo spaadoad a1 1gap wia)-3uoj Jo UONIq §Z° 1§ PanssT am ‘§O0T I2qQUId3(] U]

o015 Ino jo saseyaindal pue suonrsinboe enusiod

Jo Burpuny 33 Suipnput sasodind sesodion fersuad 1oy sBumorroq saded ewwo

Ino 350 Aferauad apa uol(iq 6 z$ 01 UolMq &' 1$ woly Huoyine Suimolioq raded redrounuos
WINWIYEW INO PISBIIOUI am ‘07 1aquiada(] u “saded [eraiswwos jo asuensst 3y Joj S3IfIe)
dnxpeq se 94135 01 SjqE[IEAR 21am JUaaaIe NPaly SUIA[0AS ADURLINIINW UGG ' 1§ pue
1wswaade npaxd Suiajoas: uoliq ¢ 1$ 2 yieq Jo suontod umerpun i1 ‘g00T 1€ J2quIada(]
Jo sy 1107 faquiaaon Ul sanidxa yuatwaasde siy ], JuawssaSe upars Suajoaas sty

I3pun pamo1ioq ua3q pey uolpiur 09¢ AR1ewxoidde ‘gooz 1€ 19quuaa(] Jo sv 'suotisinbae
Surpnput “sasodind Surpuny [erauad 10§ sqe[iEAt S1 1EY) UWS13e 11pa1d Sula[oaal
A>ua1Imon[nu UOTIG 0" 1§ B 9ARY OSTE 3p4 [ 10T 1990120 Ul 5a11dx2 yotym uasaide jipan
Buiajoaas s1y) Japun sFTUIMOLIOQ OU 31aMm 34311 “R00T ‘1€ JAquIaa(] JO SV "Juawaaide upaid
BuiA[oA21 UOL[Iq ' © ST IUSUNIWIIOD NPAII SUQ “uol(iq ¢'7$ 01 dn jo sfumonioq a1edai83e
Sumruad sueq WOy SIUAWS4Se 1IPaID PAHIIWIOD 0M] PBY 3M ‘ROOT 1§ 19QUISC 1Y

"SILIBIPISQNS [EUOTIBUINU] PUE S1ISSWOP SNOLIBA INO
1B SYUEBQ [BI0] YILM JIP31D JO $aUT| WLIAI-1I0US JSPUN J[qR[IBAR SBMm UOINJIq O'Z§ A[21ewxordde

‘00T *1€ 12quIa03(] 1Y “A[2andadsal ‘9572 PUR 04¢°S 239M £00T PUT 00T ‘1€ Jaquiada(]
1e Burpuelsine sBuimolroq ua-uoys o1 djqeandde sajer 1saxaur a8eraae-parydiom ay L

801§ £20°18

—_ %1 Jaded perosauwmon
801 ii8 sfuimotog yueq udtaiog
I $ [ § sfuimolIoq J1ssWIo(]
4002 8002 (ssvppop fo siotp uy)

:Bummolio) ay3 jo 1s15U03 sfumo1I0q WIA)-1IOYG

1paig jo saun pue sumoliog g alop

LLT'11S 690°Z1%

¥61'C 8L BYO
891 Ll uonesudwod SIIHIOM panidy
88 4 4 $1502 Sunnianasal panoy
60T 1A saxe1 asn pue sajes ‘Airadond paniooy
59T 967 spqeded 153133u]
oSy 108 ajqeded saxe) swosu]
£L8 9z¢ AuelLIem pue 3135
339 L $13118W PEIU0D pue vonednry
8581 gl sigauaq aaiodwa pue safem ‘souees paniay
o'y § 8rz's § sBui[[Iq 201AI35 PUE S1JBIIUOD S3[BS UO SIDUBAPY
£007 800z (sizop fo sviosgitsu ut)

SaI|Iqer pansoay °£ BjoN

"900Z UT UOI[[IU yZ/§ PUE 0T U UOI[JIt 0££§ ‘§O0T UI UOTEIUI 598 Sem asuadxa uonepaidag

9679 § 8vE'9 $

(185'8) (851°8) uoneasdap pajenuunny
LL8'%1 901'51
148 609 uotpnasuos Japun Supnjpur a0
r6c'e a8’ sieak O0Z-¢ juawrdinba pue sjoo) “Aiauiyoey
195°F 189t S1e24 Op-0T siuawwaacidun pue s3uiping
15§ Ve pue]
£00T 8007 SaATT[YesN (savjtap fo suoytu 1)

palewnsy

S1assy paxiy g 9joN

“SYIUOUIL FA[IM] 1XSU 2 UM

AJ2A1[5p 10J PANPAYDS 10U ST 1M Jo uoluod e ‘SIPRIIU0Y ULIal-Fuo] Yons J3pun paImzenueul
10 pannboe uasq aaey ssarford ur spRIUOD puE SALIOIUIAUT (210 JO ‘A[2ANDadsal ‘94¢g

pue 54,99 A[ewixoidde ‘2007 pue gO0T ‘1f 12qUI22a¢] 1V ‘syiuout aapm) Surpaadxa sportad
120 paunopad 5q 03 pasoadxa s10BHU0D WIR)-Buo] a1v s3sEY AUBMI U S1DENUOD $3[ES 1IN0




We may redeem the notes, in whole or in part, at our option at any time at a redemption price
in U.S. dollars equal to the greater of 1009 of the principal amount of the notes to be
redeemed or the sum of the present values of the remaining scheduted payments of principal
and interest on the notes to be redeemed, discounted to the redemption date on a semiannual
basis at the adjusted treasury rate plus 50 basis points. The redemption price will also include
interest accrued to the date of redemption on the principal balance of the notes being
redeemed.

In May 2008, we issued $1.0 billion of long-term debt, the proceeds of which were primarily
used for general corporate purposes, including financing acquisitions and repurchases of our
stock, The terms of the long-term debt issued in May 2008 were as follows:

Principal (in millions of dollars) Rate Maturity

$1,000 6.125% July 15, 2038

We may redeem the notes, in whole or in part, at our option at any time at a redemption price
in U.S. dollars equal to the greater of 100% of the principal amount of the notes to be
redeemned or the sum of the present values of the remaining scheduled payments of principal
and interest on the notes to be redeemed, discounted to the redemption date on a semiannual
basis at the adjusted treasury rate plus 25 basis points, The redemption price will also include
interest accrued to the date of redemption on the principal balance of the notes being
redeemed.

In December 2007, we issued $1.0 billion of long-term debt, the proceeds of which were
primarily used to repay commercial paper borrowings. The terms of the long-term debt issued
in December 2007 were as follows:

Printcipal {in millions of dolars) Rate Maturity

$1,000 5.375% December 15, 2017

We may redeem the notes, in whole or in part, at our option at any time at a redemption price
in U.S. dollars equal to the greater of 100% of the principal amount of the notes to be
redeemed or the sum of the present values of the remaining scheduled payments of principal
and interest on the notes to be redeemed, discounted to the redemption date on a semiannual
basis at the adjusted treasury rate plus 25 basis points. The redemption price will also include
interest accrued to the date of redemption on the principal balance of the notes being
redeemed.
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In May 2006, we issued $1.1 billion of long-term debt, the proceeds of which were used to
repay commercial paper borrowings. The long-term debt issued in May 2006 is comprised of
two series of notes as follows:

Principal (in millions of doliars} Rate Maturity
$600 6.05% June 1, 2036
3500 LIBOR + .07% June 1, 2009

In February 2009, we redeemed all of the outstanding $500 million in notes due in 2009 at a
redemption price in U.S. dollars equal to 1006% of the principal amount, plus interest accrued.
We may redeem the notes due in 2036, in whole or in part, at our option at any time, at a
redemption price in U.S. dollars equal to the greater of 100% of the principal amount of the
notes to be redeemed or the sum of the present values of the remaining scheduled payments of
principal and interest on the notes to be redeemed, discounted to the redemption date cn a
semiannual basis at the adjusted treasury rate plus 15 basis points. The redemption price wili
also include interest accrued to the date of redemption on the principal balance of the notes
being redeemed. The three month LIBOR rate as of December 31, 2008 and 2007 was
approximately 1.4%, and 4.7%, respectively,

In April 2005, we issued $2.4 billion of long-term debt, the proceeds of which were used
primarily to support the funding of the Kidde acquisition. The long-term debt is comprised of
three series of notes as follows:

Principal (in millions of dollars) Rate Maturity
$600 4.375% May 1, 2010
$1,200 4.875% May L, 2015
$600 5.400% May 1, 2035

We may redeem the notes of any series, in whole or in part, at our option at any time, at a
redemption price in U.S. dollars equal to the greater of 100% of the principal amount of the
notes of the series to be redeemed or the sum of the present values of the remaining scheduled
payments of principal and interest on the notes of the series to be redeemed as described
below, discounted to the redemption date on a semiannual basis, at the adjusted treasury rate
described below plus 10 basis points for the 4.375% notes, 15 basis points for the 4.875% notes
and 15 basis points for the 5.400% notes. In each case, the redemption price will also include
interest accrued to the date of redemption on the principal balance of the notes being
redeemed.
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The 1ax effects of net temporary differences and tax carryforwards which gave rise to future

income tax benefits and payables at December 31, 2008 and 2007 are as follows:

(in millions of doilars) 2008 2007
Future income tax benefits:
Insurance and employee benefits $3,200 $ 755
Other asset basis differences (397 (332)
Other Hability basis differences 1.2 1,266
Tax loss carryforwards 683 549
Tax credit carryforwards 1,125 700
Valuation allowance {698) (545)
$5,184 $2,393
Future income taxes payable:
Fixed assets $ 523 $ 630
Other items, net 290 192
$ 813 5 822

Valuation allowances have been established primarily for tax credit, tax loss carryforwards, and
certain foreign temporary differences to reduce the future income tax benefits to expected
realizable amounts. Of the total valuation allowance amount of $698 million, $278 million was
established in purchase accounting, relating primarily to the purchase of Chubb. Upon the
January 1, 2009 adoption of SFAS 141{R), changes in deferred tax asset valuation allowances
and income tax uncertainties after the acquisition date generally will affect income tax expense

including those associated with acquisitions that closed prior to the effective date of

SFAS 141(R).

The sources of income from continuing operations before income taxes and minority

interests are:

{int millions of dollars) 2008 2007 2006
United States $2,899 $2,786 $2,410
Foreign 4,037 3,598 3,082

$6,936 $6,384 $5,492

U.5. income taxes have not been provided en undistributed earnings of international

subsidiaries. It is not practicable to estimate the amount of tax that might be payable. Qur
intention is to reinvest these earnings permanently or to repatriate the earnings only when it is
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tax effective to do so. Accordingly, we believe that U.S. tax on any earnings that might be
repatriated would be substantially offset by U.S. foreign tax credits.

Differences between effective income tax rates and the statutory U.S. federal income tax rates
are as follows;

2008 2007 2006
Statutory U.S. federal income tax rate 35.0% 35.0% 35.0%
Tax on international activities {6.9)% (5.2)% (7.8)%
Tax audit settlements {0.8)% (0.6)% (0.6)%
QOther (0.2)% {0.4)% 0.6%
Effective income tax rate 21.1% 28.8% 27.2%

The effective tax rates for 2008, 2007 and 2006 reflect the tax benefits associated with lower tax
rates on international earnings, which we intend to permanently reinvest outside the United
States. The 2008 effective tax rate reflects $62 million of tax expense reductions, principally
related 1o the resolution of disputes with the Appeals Division of the IRS for tax years 2000
through 2003.

The 2007 effective tax rate reflects approximately $80 million of tax expense reductions,
principally relating to re-evaluation of our liabilities and contingencies based upon global
examination activity including iRS completion of 2000 through 2003 examination ficldwork
and related protest filing, and development of claims for research and development tax credits.
Principal adverse tax impacts to the 2007 effective tax rate related to the EU Fine and enacted
tax law changes outside the United States.

In 2006, a residual disputed issue related to the 1999 disposition of a business segment was
settled with the Appeals Division of the IRS and was reviewed by the U.S. Congress Joint
Committee on Taxation. The settlement resulted in an approximately $35 million reduction in
tax expense.

In the normal course of business, various tax authorities examine us, including the IRS. The
[RS examination of tax years 2004 and 2005 is ongoing. Although the outcome of these matters
cannot be currently determined, we believe adequate provision has been made for any
potential unfavorable financial statement impact.

At December 31, 2008, tax credit carryforwards, principally state and federal, were $1,125
million, of which $541 million expire as follows: $23 million expire from 2009-2013, $403
million from 2014-2018, and $115 million from 2019-2028,

At December 31, 2008, tax loss carryforwards, principally state and foreign, were $2,726
million, of which $843 million expire as follows: $452 million from 2009-2013, $151 miilion
from 2014-2018, and $240 million from 2019-2028.
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may be prepaid or re-amortized to either increase or decrease the number of shares released so
that the value of released shares equals the value of plan benefit. We may also, at our option,
contribute additional common stock or cash to the ESOP. At December 31, 2008, 38.4 million
common shares had been allocated to employees, leaving 24.6 million unallocated commen
shares in the ESOP Trust, with an approximate fair value of $1.3 billion.

Pension Plans. We sponsor both funded and unfunded domestic and foreign defined benefit

pension plans that cover the majority of our employees.

{in millions of dollars) 2008 2007
Change in Benefit Obligation:
Beginning balance $21,914 $ 21,948
Service cost 446 438
Interest cost 1,263 1,182
Actuarial loss (gain) 111 (565)
Total benefits paid (1,121) (1,107)
Net settlement and curtailment gain (21} (63)
Acquisitions — 38
Other (1,081} 43
Ending balance $ 21,511 $ 21,914
Change in Plan Assets:
Beginning balance $ 22,650 $ 20,593
Actual return on plan assets {5,085) 2,074
Employer contributions 492 380
Benefits paid from plan assets {1,085) {1,073)
Other (1,012) 676
Ending balance $ 15,940 $ 22,650
Funded status:
Fair value of plan assets $ 15,940 $ 22,650
Benefit obligations {21,511) (21,914)
Funded status of plan $ (5,571) $ 736
Amounts Recognized in the Consolidated Balance Sheet

Consist of:
Noncurrent assets $ 59 $ 2,187
Current liability (47) (57)
Noncurrent liability (5,583) (1,394)
Net amount recognized $ (557) $ 736
Amounts Recognized in Accumulated Other Comprehensive

Income Consist of:
Net actuarial loss $ 7903 $ 1,247
Prior service cost 298 348
Transition obligation 9 13
Net amount recognized $ 8210 $ 1,608
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The amounts included in Other in the preceding table reflect the impact of the change in
measurement date in 2007, foreign exchange translation, primarily for plans in the United

Kingdom and Canada, and amendments to certain domestic plans.

Qualified domestic pension plan benefits comprise approximately 77% of the projected benefit

obligation. Benefits for union employees are generally based on a stated amount for each year

of service. For non-union employees, benefits are generally based on an employee’s years of

service and compensation near retirement. A cash balance formula was adopted in 2003 for

newly hired non-union employees and for other non-union employees who made a one-time
voluntary election to have future benefit accruals determined under this formula. Certain

foreign plans, which comprise approximately 219 of the projected benefit obligation, are

considered defined benefit plans for accounting purposes. Nonqualified domestic pension

plans provide supplementary retirement benefits to certain employees and are not a material

component of the projected benefit obligation.

We contributed $250 million and $150 million of common stock to our domestic defined

benefit pension plans during 2008 and 2007, respectively.

Information for pension plans with accumulated benefit obligation in excess of plan assets:

(in millions of doflars) 2008 2007
Projected benefit obligation $18,910 $2,412
Accumulated benefit obligation 17,224 1,958
Fair value of plan assets 13,391 1,458

The accumulated benefit obligation for all defined benefit pension plans was $19.6 billion at

both December 31, 2008 and 2007.

The components of the net periodic pension cost are as follows:

(in millions of dollars) 2008 2007 2006
Pension Benefits:
Service cost $ Mp $ 438 $ 432
Interest cost 1,263 1,182 1,128
Expected return on plan assets (1,663) (1,546) (1,413)
Amortization of prior service costs 49 37 36
Amortization of unrecognized net
transition obligation 1 1 1
Recognized actuarial net loss ng 253 325
Net settlement and curtailment loss (gain) 1 (n 10
Net periodic pension cost—employer $ 216 $ 364 $ 519
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Postretirement Benefit Plans. We sponsor a number of postretirement benefit plans that
provide health and life benefits to eligible retirees. Such benefits are provided primarily from
domestic plans, which comprise approximately 90% of the benefit obligation. The
postretirement plans are primarily unfunded. The allocation of assets in funded plans is
approximately 37% equity and 63% fixed income.

{in millions of dollars) 2008 2007
Change in Benefit Obligation:
Beginning balance $9M $1,074
Service cost 3 5
Interest cost 53 56
Actuarial gain {54) (31)
Total benefits paid (903) (84)
Other {12 (49)
Ending balance $8n 3 971
Change in Plan Assets:
Beginning balance $ $ 65
Employer contributions a3 76
Benefits paid from plan assets (50) (84)
Other 4 (30)
Ending balance $ 16 $ 27
Funded Status:
Fair value of plan assets $ 16 $ 27
Benefit obligations 811) (971)
Funded status of plan $(855) $ (944)
Amounts Recognized in the Consolidated Balance Sheet Consist of:
Current liability $ (88) $ (70)
Noncurrent lability (767} {874)
$(855) $ (944)
Amounts Recognized in Accumulated Other Comprehensive
Income Consist of:
Net actuarial gain $(123) $ (76)
Prior service cost 4) (10)
$(12m $ (86)
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The components of net periodic benefit cost are as follows:

(in millions of dotlars) 2008 2007 2006
Other Postretirement Benefits:
Service cost $ 3 $ 5 $ 8
Interest cost 53 56 57
Expected return on plan assets 2) (3) (4)
Amortization of prior service cost (6} (8) (26)
Net settlement and curtailment gain — — (1)
Net periodic other postretirement benefit cost $ 48 $ 50 $ 34
Other changes in plan assets and benefit obligations recognized in other comprehensive
income in 2008 are as follows:
(in millions of dollars)
Current year actuarial gain $(47)
Amortization of prior service credit 6
Total recognized in other comprehensive income 41)
Net recognized in net periodic benefit cost and other comprehensive income $ 7

The estimated amounts that will be amortized from accumulated other comprehensive income

into net periodic benefit cast in 2009 include net actuarial gains of $3 million and prior service

credits of $2 miilion.

Major assumptions used in determining the benefit obligation and net cost for postretirement

plans are presented in the following table as weighted-averages:

Benefit Obligation Net Cost

2008 2007 2008 2007 2006
Discount rate 6.0% 5.9% 5.9% 5.5% 5.5%
Expected return on plan assets — — 1.8% 7.3% 6.0%

The 2007 net cost assumptions reflect the early adoption of the measurement change

provisions of SFAS 158, as discussed in Note 1.
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A summary of the transactions under all long-term incentive plans for the three years ended December 31, 2008 follows:

Stock Options Stock Appreciation Rights Performance Share Units Enm,ﬁm
Average Average Average Shares /

(shares and units in thousands) Shares Price* Shares Price* Units Price** Units

Outstanding at:

December 31, 2005 85,786 $36.37 — —_— — — 586
Granted 220 56.46 7,110 $56.78 1,185 $56.53 234
Exercised/earned {13,069) 28.47 — —_ —_ — (234)
Cancelled (961) 47.76 {250) 56.78 (44) 56.53 (37)

December 31, 2006 71,976 $37.71 6,860 $56.78 1,141 $56.53 549
Granted 275 64.49 7,578 65.33 1,085 62.81 125
Exercised/earned (14,458) 31.39 (61} 45.16 — — (85)
Cancelled {(782) 39.35 (491} 60.22 (69) 59.63 (2)

December 31, 2007 57,011 $39.42 13,886 $61.37 2,157 $59.59 587
Granted 192 14.57 121 14.23 948 na 174
Exercised/earned (6,095) 32.65 (14) 4134 — — (144)
Cancelled (110} 4415 (798) 66.57 (111} 64.59 (55)

December 31, 2008 50,998 $40.35 20,295 $65.75 2,934 $64.35 562

*  weighted-average exercise price
**  weighted-average grant stock price

The weighted-average grant date fair value of stock options and stock appreciation rights
granted during 2008, 2007 and 2006 was $21.16, $19.10 and $15.84, respectively. The
weighted-average grant date fair value of performance share units, which vest upon achieving
certain performance metrics, granted during 2008, 2007, and 2006 was $84.01, $71.28

and $63.96, respectively. The total fair value of options vested during the years ended

December 31, 2008, 2007 and 2006 was $144 million, $216 million and $121 million,
respectively. The total intrinsic value {which is the amount by which the stock price exceeded
the exercise price of the options on the date of exercise) of options exercised during the years
ended December 31, 2008, 2007 and 2006 was $173 million, $575 million and $443 million,
respectively.

The following table summarizes information about equity awards outstanding that are expected to vest and equity awards outstanding that are exercisable at December 31, 2008:

Equity Awards Qutstanding Expected to Vest Equity Awards Quistanding That Are Exercisable
Aggregate Aggregate
Average Intrinsic Remaining Average Intrinsic Remaining
{(shares thousands, aggregate intrinsic value in millions) Awards Price* Value Term** Awards Price* Value Term**
Stock Options/Stock Appreciation Rights 70,879 $47.24 $451 5.1 51,160 $40.24 $683 3.9
Performance Share Units/Restricted Stock 3,166 — $170 1.0

*  weighted-average exercise price per share
**  weighted-average contractual remaining term in years
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As of December 31, 2008, net workforce reductions of approximately 1,700 employees of an
expected 1,800 employees have been completed, and 200,000 net square feet of facilities of an
expected 500,000 net square feet have been exited. The remaining workforce and facility

reduction actions are targeted for completion during 2009.
The following table summarizes the restructuring accrual balances and utilization by cost type

for the 2007 programs:
Facility Exit
and Lease
Asset | Termination
{in miltions of dollars} Severance Write-Downs Costs | Total
Restructuring accruals at January 1, 2008 $ 31 — $7 %38
Net pre-tax restructuring charges 1 2 7 10
Utilization (28) (2) 9] (39
Balance at December 31, 2008 $ 4 — $5(% 8

The following table summarizes expected, incurred and remaining costs for the 2007 programs

by type:
Facility Exit
and Lease
Asset Termination
{in millions of dotlars) Severance Write-Downs Costs Total
Expected costs $ 68 $ 23 $33] §124
Costs incurred during 2007 (67) (21} 21 (109)
Costs incurred during 2008 (1) (2) (7) (10)
Remaining costs at December 31, 2008 $— $— $ 5| % 5§

The following table summarizes expected, incurred and remaining costs for the 2007 programs

by segment:
Costs Costs Remaining
Incurred Incurred Costs at
Expected During During December 31,
(in millions of dollars) Costs 2007 2008 2008
Otis $ 20 $ (20) — —
Carrier 33 (33) —_ -
UTC Fire & Security 32 2N (5) —
Pratt & Whitney 27 (25) 2 —
Hamilton Sundstrand 12 (4) (3) ]
Total $124 $(109) $(10) $ 5
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2006 Actions. During 2008, we recorded net pre-tax restructuring and related charges in the
business segments totaling $20 million in cost of sales for the restructuring actions initiated in
2006. These actions relate to ongoing cost reduction efforts, including selling, general and
administrative reductions, workforce reductions and the consolidation of manufacturing
facilities. As of December 31, 2008, we have completed all net workforce reductions of
approximately 3,700 employees and exited approximately 800,000 net square feet of facilities.
As of December 31, 2008 there were no remaining costs on these actions.

Note 12. Financial Instruments

We operate internationally and, in the normal course of business, are exposed to fluctuations
in interest rates, foreign exchange rates and commodity prices. These fluctuations can increase
the costs of financing, investing and operating the business. We manage our foreign currency
transaction risks and some commodity exposures to acceptable limits through the use of
derivatives designated as hedges as deemed appropriate.

By nature, all financial instruments involve market and credit risks, We enter into derivative
and other financial instruments with major investment grade financial institutions and have
policies to monitor the credit risk of those counterparties. We limit counterparty exposure and
concentration of risk by diversifying counterparties. We do not anticipate non-performance by
any of these counterparties.

The non-shareowner changes in equity associated with hedging activity for the 12 months
ended December 31, 2008 and 2007 were as follows:

{in millions of doilars) 2008 2007
Balance at January 1 $139 § 4
Cash flow hedging (loss) gain, net {149) 164
Net gain reclassified to sales or cost of products sold (161} (29)
Balance at December 31 $(171) $139

Assuming current market conditions continue, of the amount recorded in Shareowners’
Equity, a $202 million pre-tax loss is expected to be reclassified into sales or cost of products
sold to reflect the fixed prices obtained from hedging within the next 12 months. Gains and
losses recognized in earnings related to the discontinuance or the ineffectiveness of cash flow
and fair value hedges were immaterial for the years ended December 31, 2008 and 2007. At
December 31, 2008, all derivative contracts accounted for as cash flow hedges mature by
December 2010.
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performance and operating cost guarantees is based upon future product performance and
durability, and is estimated largely based upon historical experience. Adjustments are made to
accruals as claim data and historical experience warrant. The changes in the carrying amount
of service and preduct warranties and product performance guarantees for the years ended
December 31, 2008 and 2007, are as follows:

(in millions of dotlars) 2008 2007
Balance as of January 1 $1,252 $1,321
Warranties and guarantees issued 429 450
Settlements made (551) (531)
Adjustments to provision 6 12
Balance as of December 31 $1,136 $1,252

Note 14. Fair Value Measurement

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (SFAS 157),
which is effective for fiscal years beginning after November 15, 2007 and for interim periods
within those years. This statement defines fair value, establishes a framework for measuring fair
value and expands the related disclosure requirements. This statement applies under other
accounting pronouncements that require or permit fair value measurements. The statement
indicates, among other things, that a fair value measurement assumes that the transaction to
sell an asset or transfer a liability occurs in the principal market for the asset or liability or, in
the absence of a principal market, the most advantageous market for the asset or liability. SFAS
157 defines fair value based upon an exit price model.

Relative to SFAS 157, the FASB issuted FASB Staff Positions (FSP) FAS 157-1, FAS 157-2, and
FAS 157-3. FSP FAS 157-1 amends SFAS 157 to exclude SFAS No. 13, “Accounting for Leases”
(SFAS 13), and its related interpretive accounting pronouncements that address leasing
transactions, while FSP FAS 157-2 delays the effective date of the application of SFAS 157 to
fiscal years beginning after November 15, 2008 for all nonfinancial assets and nonfinancial
liabilities that are recognized or disclosed at fair value in the financial statements on a
non-recurring basis. FSP FAS 157-3 clarifies the application of SFAS 157 as it relates to the
valuation of financial assets in a market that is not active for those financial assets. This FSP is
effective immediately and includes those periods for which financial statements have not been
issued. We currently do not have any financial assets that are valued using inactive markets,
and as such are not impacted by the issuance of this FSP.

‘We adopted SFAS 157 as of January 1, 2008, with the exception of the application of the
statement to non-recurring nonfinancial assets and nonfinancial liabilities. Non-recurring
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nonfinancial assets and nonfinancial liabilities for which we have not applied the provisions of
SFAS 157 include those measured at fair value in goodwill impairment testing, indefinite lived
intangible assets measured at fair value for impairment testing, asset retirement obligations
initially measured at fair value, and those non-recurring nonfinancial assets and nonfinancial
liabilities inttially measured at fair value in a business combination.

Valuation Hierarchy. SFAS 157 establishes a valuation hierarchy for disclosure of the inputs to
valuation used to measure fair value, This hierarchy prioritizes the inputs into three broad
levels as follows. Level 1 inputs are quoted prices (unadjusted) in active markets for identical
assets or liabilities. Level 2 inputs are quoted prices for similar assets and liabilities in active
markets, quoted prices for identical or similar assets in markets that are not active, inputs other
than quoted prices that are observable for the asset or liability, including interest rates, yield
curves and credit risks, or inputs that are derived principally from or corroborated by
observable market data through correlation. Level 3 inputs are unobservable inputs based on
our own assumptions used to measure assets and liabilities at fair value. A financial asset or
liability’s classification within the hierarchy is determined based on the lowest level input that
is significant to the fair value measurement.

The following table provides the assets and liabilities carried at fair value measured on a
recurring basis as of December 31, 2008:

Significant

Total Carrying Quoted prices other Significant

Value at in active observable unobservable

December 31, markets inputs inputs

(in millions of dollars) 2008 {Level 1) (Level 2) (Level 3)
Available for sale securities $317 $317 $— $—
Derivative assets 188 _— 188 —
Derivative liabilities 680 — 680 —

Valuation Technigues. Qur available for sale securities include equity investments that are
traded in an active market. They are measured at fair value using closing stock prices from
active markets and are classified within Level 1 of the valuation hierarchy. Our derivative assets
and liabilities include foreign exchange and commodity derivatives that are measured at fair

value using observable market inputs such as forward rates, interest rates, our own credit risk

and our counterparties’ credit risks. Based on these inputs, the derivative assets and liabilities
are classified within Level 2 of the valuation hierarchy. Based on our continued ability to trade
securities and enter into forward contracts, we consider the markets for our fair value

instruments to be active.
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Other. As described in Note 13, we extend performance and operating cost guarantees beyond
our normal warranty and service policies for extended periods on some of our products. We
have accrued our estimate of the liability that may result under these guarantees and for service
costs, which are probable and can be reasonably estimated.

We have accrued for environmental investigatory, remediation, operating and maintenance
costs, performance guarantees and other litigation and claims based on our estimate of the
probable outcome of these matters. While it is possible that the outcome of these matters may
differ from the recorded liability, we believe the resolution of these matters will not have a
material impact on our competitive position, results of operations, cash flows or financial
condition.

We also have other commitments and contingent liabilities related to legal proceedings, self-
insurance programs and matters arising out of the normal course of business. We accrue
contingencies based upon a range of possible outcomes. If no amount within this range is a
better estimate than any other, then we accrue the minimum amount.

Note 16. Segment Financial Data

Our operations are classified in six principal segments. The segments are generally determined
based on the management of the businesses and on the basis of separate groups of operating
companies, each with general operating autonomy over diversified products and services.

Otis products include elevators, escalators, moving walkways and service sold to customers in
the commercial and residential property industries around the world.

Carrier products include residential, commercial and industrial heating, ventilating, air
conditioning (HVAC) and refrigeration systems and equipment, food service equipment,
building automation and controls, HVAC and refrigeration components and installation,
retrofit and aftermarket services.

UTC Fire & Security products include fire and special hazard and suppression systems and fire
fighting equipment, electronic security, monitoring and rapid response systems and service
and security personnel for a diversified international customer base principally in the
industrial, commercial and residential property sectors.

Pratt & Whitney products include commercial, military, business jet and general aviation
aircraft engines, parts and services, industrial gas turbines and space propulsion sold to a
diversified customer base, including international and domestic commercial airlines and
aircraft leasing companies, aircraft manufacturers, and U.S. and foreign governments. Pratt &
Whitney also provides product support and a full range of overhaul, repair and fleet
management services and produces land-based power generation equipment.

Hamilton Sundstrand provides aerospace and industrial products and aftermarket services for
diversified industries worldwide. Aerospace products include power generation, management
and distribution systems, flight systems, engine control systems, environmental control
systems, fire protection and detection systems, auxiliary power units and propeller systems.
Industrial products include air compressors, metering pumps and fluid handling equipment.

Sikorsky products include military and commercial helicopters, aftermarket helicopter and
aircraft parts and services.

Segment Revenues and Operating Profit. Total revenues by segment include intersegment sales, which are generally made at prices approximating those that the selling entity is able to obtain on

external sales. Segment information for the years ended December 31 is as follows:

Total Revenues Operating Profits
(in millions of doflars) 2008 2007 2006 2008 2007 2006
Otis $12,949 $11,885 $10,290 $2411 $2,321 $1,888
Carrier 14,944 14,644 13,481 1,316 1,381 1,237
UTC Fire & Security 6,462 5,754 4,747 542 443 301
Pratt & Whitney 12,965 12,129 11,112 2122 2,011 1,817
Hamilton Sundstrand 6,207 5,636 4,995 1,099 967 832
Sikorsky 5,368 4,789 3,230 478 373 173
Total segment 58,895 54,837 47,855 8,034 7,496 6,248
Eliminations & Other (214) (78) (26) (1} (60) 187
General corporate expenses — — — (408} (386) (337)
Consolidated $58,681 $54,759 $47,829 $7,625 $7,050 $6,098
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Selected Quarterly Financial Data (Unaudited)

2008 Quarters 2007 Quarters
(in millions of dollars, except per share amounts) First Second Third Fourth First Second Third Fourth
Sales $13,577 $15,535 $14,702 $14,229 $11,936 $13,766 $13,718 §14,499
Gross margin 3,596 4176 4,038 3672 2,940 3,637 3,650 3,770
Net income 1,000 1,275 1,269 1,145 819 1,148 1,197 1,060
Earnings per share of Common Stock:
Basic—net income $ 105 $ 135 $ 136 $ 1.4 $ .85 5 L19 $ 124 $ 111
Diluted—net income $ 1.03 $ 132 $ 1.1 $ 113 5 82 $ 116 $ 121 3 1.08
Comparative Stock Data (Unaudited)
2008 2007
Common Stock High Low Dividend High Low Dividend
First quarter $77.14 $65.20 $.320 $69.49 $61.85 $.265
Second quarter $75.86 $60.51 $.320 $72.64 $63.65 $.265
Third quarter $67.95 $56.15 $.320 $80.98 $69.00 $.320
Fourth quarter $59.36 $41.76 $.385 $82.50 $72.60 $.320

Cur common stock is listed on the New York Steck Exchange. The high and low prices are based on the Composite Tape of the New York Stock Exchange. There were approximately 25,408 registered

shareholders at December 31, 2008.
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Boartd of Directors

Louis R. Chénevert

President and Chief Executive Officer
United Technologies Corporation
(Diversified Manufacturer)

George David

Chairman

United Technologies Corporation
(Diversified Manufacturer)

John V. Faraci

Chairman and Chief Executive Officer
International Paper

(Paper, Packaging and Distribution)

{ean-Pierre Barnier

Chief Executive Officer

Pierre Fabre SA

{Pharmaceutical and Cosmetic Products)

Jamie $. Gorelick

Partner

WilmerHale

{Law Firm)

Former Deputy Attorney General of the
United States

Former General Counsel of the
Department of Defense

Carlos M. Gutierrez (effective March 11, 2009}
Former U.5. Secretary of Commerce
Former Chairman and CEQ

Kellogg Company

Edward A. Kangas

Former Chairman and CEQ
Deloitte Touche Tohmatsu
(Audit and Tax Services)
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Charles R. Lee

Retired Chairman and
Co-Chief Executive Officer
Verizon Communications
(Telecommunications)

Richard D. McCormick

Retired Chairman, President and
Chief Executive Officer

US West, Inc.
(Telecommunications}

Harold McBraw il

Chairman, President and
Chief Executive Officer

The McGraw-Hill Companies
(Global Information Services)

Richard B. Myers

General, U.S. Air Force {Ret.)
and former Chairman of the
Joint Chiefs of Staff

H. Patrick Swygert
President Emeritus
Howard University
(Educational Institution)

André Villensuve
Non-Executive Chairman of LIFFE
(Part of NYSE Euronext Group)

Christine Tedd Whitman

President ,
The Whitman Strategy Group
(Management Consulting Firm)
Former EPA Administrator
Former Governor of New Jersey

Permanent Committees

Audit Committee

John V. Faraci, Chair
Edward A. Kangas
Richard D. McCormick
Richard B. Myers

H. Patrick Swygert
André Villeneuve

Committee on Compensation and
Executive Development
Jean-Pierre Garnier, Chair
Jamie S. Gorelick

Edward A. Kangas

Charles R. Lee

Richard D. McCormick
Harold McGraw II1

H. Patrick Swygert

Executive Committee
George David, Chair
Louis R. Chénevert
Charles R. Lee

Richard D. McCormick

Finance Committee

Charles R. Lee, Chair

Louis R. Chénevert

George David

John V. Faraci

Jamie S. Gorelick

Carlos M. Gutierrez (effective March 11, 2009)
Richard B. Myers

André Villeneuve

Christine Todd Whitman

Committee on Nominations and Governance
Richard D. McCormick, Chair

John V., Faraci

Jean-Pierre Garnier

Carlos M. Gutierrez {effective March 11, 2009)
Charles R. Lee

Harold McGraw 111

Christine Todd Whitman

Public Issues Review Committee
Christine Todd Whitman, Chair
Jean-Pierre Garnier

Jamie S. Gorelick

Harold McGraw L1

Richard B. Myers

H. Patrick Swygert

André Villeneuve
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Shareowner Information

Corporate Office

United Technologies Corporation
United Technologies Building
Hartford, Connecticut 06101
Telephone: 860.728.7000

This report is made available to shareowners
in advance of the annual meeting of share-
owners to be held at 11:00 a.m., April 8, 2009,
in Jupiter, Florida. The proxy statement will
be made available to shareowners on or about
February 20, 2009, at which time proxies for
the meeting will be requested.

Information about UTC, including financial
information, can be found at our Web site:
WWW.LHIC.CONL.

Stock Listing
New York Stock Exchange

Ticker Symbol
UTX

Transfer Agent and Registrar
Compuatershare Trust Company, N.A,, is
the transfer agent, registrar and dividend
disbursing agent for UTC’s Common Stock.
Questions and communications regarding
transfer of stock, replacement of lost certifi-
cates, dividends and address changes, and
the Direct Stock Purchase and Dividend
Reinvestment Plan should be directed to:

Computershare Trust Company, N.A.

250 Royall Street

Canton, Massachusetts 02021

Telephone:
Within the U.S.: 1.800.488.9281
Qutside the U.S.; 1.781.575.2724

Web site: www.computershare.com/investor

TDD: 1.800.952.9245
Telecommunications device for the hearing
impaired.
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Certifications

UTC has included as Exhibit 31 to its
Annual Report on Form 10-K for fiscal year
2008 filed with the Securities and Exchange
Commission certificates of its principal
executive officers and principal financial
officers certifying, among other things, the
information contained in the Form 10-K.

Annually UTC submits to the New York
Stock Exchange (NYSE) a certificate of
UTC’s Chief Executive Officer certifying
that he was not aware of any violation by
UTC of NYSE corporate governance listing
standards as of the date of the certification.

Dividends
Dividends are usually paid on the 10th day
of March, June, September and December.

Electronic Access

Registered shareowners may sign up at the
following Web site for electronic access to
future annual reports and proxy materials,
rather than receiving mailed copies:
www.computershare.com/usfecomms.

Your enrollment is revocable until each
year’s record date for the annual meeting.
Beneficial shareowners may be able to request
electronic access by contacting their broker
or bank, or Broadridge Financial Solutions at:
hitp:/fenrollicsdelivery.com/utc.

Additional Information

Shareowners may obtain a copy of the

UTC Annual Report on Form 10-K for 2008
filed with the Securities and Exchange
Commission by writing to:

Corporate Secretary

United Technologies Corporation
United Technologies Building
Hartford, Connecticut 06101

For additional information about UTC,
please contact Investor Relations at the
above corporate office address, or visit
our Web site at: www.utc.com.

Shareowner Information Services

Qur Internet and telephone services give
shareowners fast access to UTC financial
results. The 24-hour-a-day, toll-free
telephone service includes recorded
summaries of UTC’s quarterly earnings
information and other company news.
Callers also may request copies of cur
quarterly earnings and news releases, by
either fax or mail, and obtain copies of the
UTC Annual Report and Form 10-K.

To access the service, dial 1.800.881.1914
from any touchtone phone and follow the
recorded instructions.

Direct Registration System

If your shares are held in street name
through a broker and you are interested in
participating in the Direct Registration
System, you may have your broker transfer
the shares to Computershare Trust
Company, N.A.,, electronically through
the Direct Registration System. Interested
investors can request a description of this
book-entry form of registration by calling
Shareholder Direct at: 1.800.881.1914.

Environmentally Friendly Report
This annual report is printed on recycled
and recyclable paper.

www.itc.com
www.carrier.com

www, hamiltonsundstrand.com
WWW.0HS.Com

WWW. pw. ufC.com
www.sikorsky.com
www.uicfireandsecurity.com
WWW. HECpOWer.com
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lz. United
Technologies

United Technologies Building
Hartford, Connecticut 06101
U.S.A.

Carrier

Hamilton Sundstrand
Otis

Pratt & Whitney
Sikorsky

UTC Fire & Security
UTC Power

002€517951




